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PREFACE 


This study deals with the geographic transmission of demand changes in Canada. 
It grapples with the question of whether inflation and unemployment are 
experienced in the same degree in different areas of the country. In particular, 
it challenges the view that regional unemployment differences must always be a 
faithful reflection of regional differences in labor demand. The supply side of 
regional labor markets also has a bearing on the matter. 
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chapter one 


INTRODUCTION 


A discussion of the sources and effects of inflation is incomplete without some 
recognition of Canada’s regional and provincial diversity. In this study, inflation 
is treated as part of a larger problem of economic stabilization constrained by 
regional differences in economic behavior. Since a study of the regional dimen- 
sions of inflation cannot be divorced from an examination of other regional 
economic attributes, considerable emphasis is placed on the regional perform- 
ance of employment and unemployment as well as that of wage and price 
behavior. For the most part this study is confined to an analysis of the function- 
ing of regional labor markets although information on commodity and financial 
markets is introduced whenever both possible and desirable. The more puzzling 
and interesting aspects of regional variation tend to show up in the labor market, 
while information on commodity and financial markets is not readily available 
on a regional basis. 


The central issue is the dilemma confronting federal policymakers when 
regions apparently experience different degrees of demand pressure on their 
resources. Regional differences in unemployment rates raise the question of 
how appropriate is any federal stabilization policy to the particular economic 
circumstances of any province or region, however desirable it may appear 
from a national perspective. If unacceptable rates of inflation and unemploy- 
ment impinge on different regions with unequal severity, then general demand 
measures adopted by the federal government may have an uneven regional 
incidence. These circumstances make the choice of appropriate stabilization 
policies much more difficult. 
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An important part of the stabilization dilemma is the observed relationship 
between the national unemployment rate and the distribution of regional 
unemployment rates. This relationship is such that as the overall unemployment 
rate declines there is a tendency towards convergence of the regional unemploy- 
ment rates and, conversely, as the national unemployment rate increases there 
is a tendency towards widening of the regional rates. This cyclical pattern forges 
a link between federal demand policies and regional unemployment disparities 
and may imply that a longer fraction of aggregate demand is transferred to low 
employment regions the higher the level of aggregate demand. However, another 
important feature of this pattern is the substantial parallelism in wage and price 
movements among the regions. If average wages and prices changed at different 
rates in various regions and if these were accompanied by regional unemploy- 
ment differentials, it would be easier to reach the conclusion that inadequate 
regional demand diffusion was the cause of regional unemployment disparities. 
The similarity in regional wage and price changes suggests that similar regional 
demand changes may be translated into different regional unemployment rates. 


There is another way of characterizing this stabilization problem. A non- 
inflationary level of demand in some regions may be associated with a less than 
full employment level of demand in other regions. On the other hand, to obtain 
higher employment levels in the latter may require, at least in the short run, the 
toleration of an excessive level of demand elsewhere. If there is a strong regional 
dimension to the trade-off between inflation and unemployment, it is not sur- 
prising that there is no unanimity at a national level on the relative undesirability 
of inflation and unemployment. 


If the preceding argument has any truth to it, it implies two things about the 
way the economy operates which bear further examination. One is that a private 
market system does not diffuse pressures of aggregate demand evenly across 
different regions. A national increase in final and labor demand is experienced 
with greater intensity in some regions without spilling over to effect an ade- 
quate level of demand in other areas. Blockages in the interregional trans- 
mission of demand impulses result in the coexistence of excess labor demand 
in some areas and excess labor supply in others. These blockages in turn 
may be traced to the failure of the normal market adjustment processes of 
changing relative prices and labor mobility to remove these regional differences 
in demand pressure. The second implication of this argument is that less regional 
inequality in unemployment rates is not only a desirable goal but would also be 
attainable if demand measures of a selective or discriminatory nature were 
implemented. This assumes that regional differences in industry or occupational 
composition, or more generally in the composition of labor supply, would not 
act as a constraint on demand efforts to achieve this goal. Nonetheless, should 
the persistent disparities in regional unemployment rates be indicative of an 
important market failure in the economy, a good case could be established 
for the creation of new policy instruments to deal with this situation. This study 
tries to assess the accuracy of this description of the economy at its regional level. 
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Although this study considers the economic behavior of all ten provinces, spe- 
cial emphasis is placed on explaining the differences between the more prosperous 
western provinces (Ontario, the Prairies, and British Columbia) and the less 
prosperous eastern provinces (Quebec and the Atlantic provinces). This particular 
geographic division is traditionally held to indicate most of Canada’s identifiable 
differences in regional economic performance. This is not to deny the significance 
of intraregional disparities, especially those associated with minority groups, or 
the importance of recognizing poor people as well as poor areas. Problems of 
this kind, however, are beyond this study’s more aggregative purview. 

Succeeding chapters will discuss in greater detail and with more balance the 
themes expounded here. An important part of the task is to explain why aggre- 
gate demand is not spread more evenly across regions than it apparently is and 
why high levels of demand seem to be especially beneficial to weaker regions. 
A related but separate issue is at what point does a regional disparity become 
sufficiently inequitable or inefficient to require new regionally-oriented policies 
to alleviate it. 

Chapter two outlines the nature of regional economic diversity in Canada 
and indicates what change, if any, this pattern has undergone in recent decades. 
It sets the stage for, and provides much of the factual background of, ensuing 
chapters. The third chapter discusses briefly the theory of regional economic 
adjustment under a variety of assumptions about how regional markets work. 
The intent is to distinguish a region from a country in terms of policy options, 
and to describe how a well, and a not-so-well, functioning regional market 
system adjust to the demand or supply disturbances affecting them. A catalogue 
of the various avenues of adjustment that are available to a region provides a 
benchmark against which measurements of actual behavior can be compared. 


Since regional economic problems can usually be traced to the absence of a 
satisfactory adjustment mechanism in regional labor markets, chapters four 
and five consider the evidence for and against the importance of impediments 
to labor market adjustment. They attempt to explain the behavior which gives 
rise to regional unemployment disparities, and argue that an understanding of 
why unemployment disparities persist is crucial to a wise selection of policy 
measures designed to reduce them. Incorrect diagnosis of the unemployment 
problem could lead to inadequate policy prescriptions for promoting regional 
adjustment. 


Chapter four looks at the role that labor market institutions may play in 
determining distorted wage levels in higher unemployment disparities. The 
question here is whether a wide range of wage rates for different occupations 
and industries, which are determined in a “leading’’ region, are subsequently 
extrapolated through various institutional channels to other regions in a manner 
inconsistent with labor supply conditions there. The notion that there may be 
an optimal distribution of regional unemployment rates in terms of a better or 
best configuration of national unemployment and wage rate changes is also 
examined in this chapter. 
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Chapter five considers an alternative explanation for long-standing regional 
unemployment rate differentials. Whereas chapter four deals with the potential 
of regionally differentiated demand policies to effect more equal regional unem- 
ployment rates at the same, or at a slower, rate of wage change, chapter five 
focusses on the scope for manpower policies to achieve the same end. In partic- 
ular, this chapter explores the extent to which regional differences in labor 
market efficiency, defined as the ability to achieve a smooth matching of job 
openings and job applicants, can account for many or most of the differences in 
regional unemployment rates. Vacancy-unemployment relationships are con- 
structed for each region to measure the size of the differences in regional labor 
market efficiency. A by-product of this effort is an assessment of the relative 
importance of structural and demand deficient unemployment in each region. 
Employment adjustment equations in the manufacturing sector of the eastern 
regions are introduced and tend to confirm the greater inefficiency of labor 
markets in the Atlantic provinces than in Ontario. Differences in labor market 
efficiency are shown to be related to regional variation in the turnover character- 
istics of the labor force and seasonality patterns in labor demand. It is concluded 
that a condition of regional full employment implies unequal regional unemploy- 
ment rates. At the same time there is probably some scope for regional demand 
shifting policies although it is not as large as some people have proposed. 


Chapter six delves into the range of policy options that can be considered as 
partial or complete remedies for the regional unemployment problem. Included 
among the spectrum of available measures are policies to shift labor supply 
(mobility and manpower training programs) and policies to shift labor demand 
(regional fiscal policy and the activities of the Department of Regional Economic 
Expansion (DREB)). These two categories define the conventional set of policy 
measures that are normally entertained as means of alleviating regional economic 
distress. A separate and more unconventional set of policy measures would be 
decentralizing the control of the money supply by establishing regional currency 
areas; relying more extensively on a system of general interregional fiscal 
transfers and using regional incomes policies to achieve a better national 
compromise between inflation and unemployment. Since these three measures 
are somewhat hypothetical, their discussion is more speculative, brief, and in- 
conclusive. A section on the information needed to determine the relative efficacy 
of these different policies in achieving both regional and national stabilization 
goals concludes the chapter. Without an improved and comprehensive system 
of regional economic information, the problems of diagnosing regional economic 
problems, of setting realistic and attainable policy goals and of implementing 
measures to successfully meet these goals, will continue to burden policymakers. 
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chapter two 


PROFILE OF INTERREGIONAL DISPARITIES 


INTRODUCTION 


This chapter examines the pattern of interregional economic diversity. Attention 
is focused primarily on those variables of major interest to economic policy- 
makers. These include regional differences in per capita or per worker incomes, 
wage and price levels, investment spending, and unemployment and labor force 
participation rates. 

Section one looks at recent cyclical experience of the various regions for signs 
of convergence or divergence in regional economic performance. Section two 
considers the meager information available on the principal economic links 
between regions: migration, interprovincial trade and financial flows. Section 
three concludes the chapter with a brief discussion of regional economic policies 
in other countries and a description of recent Canadian policy measures. 


DIFFERENCES IN REGIONAL ECONOMIC PERFORMANCE 


Per capita or per employee income rankings are frequently used to distinguish 
rich regions from poor ones. Per capita income comparisons may differ from 
per employee ones because of regional variation in population of working age, 
labor force participation, and unemployment rates. In Canada regions have the 
same ranking whichever criterion is used. Tables II and III show that relative 
to the national average of per capita personal income in 1970, the Atlantic 
Provinces and Quebec were about 28 and nine per cent below respectively, 
Ontario 16 per cent above, the Prairies six per cent below the national average, 
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while British Columbia was about six per cent above. Over the period 1957-70 
there is a discernible trend towards less dispersion in the interregional distribu- 
tion of personal incomes. Provinces both above and below the national average 
are converging toward this norm.! 

A pattern can be detected in the behavior of earned income per person from 
Table I. In 1965-67, the Atlantic provinces and Quebec were about 31 and eight 
per cent below the national average while the Prairies were one per cent above 
the national rate and British Columbia and Ontario were 14 per cent above. In 
terms of average income per employed also shown in Table I, Quebec and the 
Atlantic area were about 10 and 17 per cent below the national average while 
British Columbia and Ontario were 12 and seven per cent above respectively. 
The Prairies remained at the national average. Both of the last two series display 
generally smaller deviations from the national average in 1965-67 than in 
1961-64. When comparisons are based over a longer period, 1949-68, or 1926-61 
as in Table IV there has been a slow but inexorable trend towards a lessening 
of these differentials.2 Declining agricultural fortunes in the Prairie provinces 
have been an important contributor to a more equal interregional distribution 
of income. 

About one half the difference in earned income per person between the 
Atlantic area and the national average is attributable to lower levels of manpower 
utilization (lower labor force population, lower participation rate, fewer hours 
worked per week and a higher unemployment rate) in the Atlantic region. 

However, if the figures for per worker earnings in various regions are standard- 
ized to remove the influence of regional differences in industrial and occupational 
composition, these two factors explain surprisingly little of the earnings dif- 
ferentials. The same is true for regional differences in age, sex, average educa- 
tional levels, hours and weeks of work and the population distribution between 
rural and urban centres. When these variables are standardized, they explain 
only a very small amount of the earnings differentials.3 Thus some regions are 
relatively poor because, no matter what the industry or activity, the productivity 
of a given bundle of resources is lower there than elsewhere. Why productivity 
should generally be lower in some regions than in others is difficult to answer. 


1 If xi is per capita income in the i’th province and xe is the average for Canada, Dispersion can 
be measured by the formula 
10 Xi 2 
3 (= ei ) 
i=] Xe ° 


Using the data from Table III it was estimated that dispersion declined from 0.7 to 0.51, or about 27 
per cent, between 1957-68. Between 1969-70 while Quebec and the Atlantic provinces continued to 
move toward the national average, Saskatchewan began to move in the opposite direction. 


2 Comparisons of trends in average per capita provincial incomes cannot be used to infer any- 
thing about trends in equality of income distribution for the whole country because average pro- 
vincial incomes do not consider the intra-provincial dispersion in incomes. There is good reason 
for believing that some of these intra-provincial differences are wide but there is virtually no evi- 
dence on whether these differences are widening. For instance, in Quebec it has been observed that 
per capita incomes in Montreal are about twice as high as they are in the Gaspé. Cf. Towards Eco- 
nomic Objectives and a Development Strategy for Quebec, General Council of Industry, Montreal, 
Quebec, April 1970. 


3 These conclusions are based on a study by F. Denton, An Analysis of Interregional Differences 
in Manpower Utilization and Earnings, Staff Study No. 15 prepared for the Economic Council of 
Canada, Ottawa, Queens Printer, April 1966. 
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It is a moot point whether these earnings differentials represent a continuous 
failure of the Canadian economy to distribute income opportunities equitably 
across regions. The available numbers have led many people to draw this con- 
clusion. An alternative view of these differentials is that, given their persistence 
over time, they represent an equilibrium configuration of labor incomes whose 
differences reflect the non-monetary benefits of residing in one region instead 
of another. According to this view the observed income differentials indicate 
the monetary incentive necessary to induce people to move from lower to higher 
paying regions. If the differentials were greater, more people would flow out of 
low income areas, especially during times of high national employment when 
job prospects elsewhere were good. If the differentials were less, migration out 
of low income areas would be on a smaller scale. These responses would tend 
to preserve the differentials in income and make to them stable over time. 


No one is certain how much of the interregional income picture can be 
interpreted in this light but it probably deserves more attention than it has been 
granted in the past.4 Two points deserve further mention. This explanation 
of the situation does not deny that persons living in low income areas desire 
more income, only that they are unprepared to move to other areas where they 
might obtain it. Recent research, moreover, indicates that measured income 
differentials do understate the real advantages of living in low income areas. 
However, these adjustments do not nearly eliminate all of the measured dif- 
ferential.> 

The behavior of regional unemployment rates is another important part of 
the history of regional disparities. These disparities have both a secular and a 
cyclical feature which can be seen in Tables V, VI and Figure 1. Census data 
stretching back to 1921 on a decennial basis show consistently higher rates of 
unemployment in the Quebec, Atlantic, and British Columbia regions than in 
other parts of the country. Labor Force Survey data, which measure unemploy- 
ment on a quite different conceptual basis than the censuses, go back to 1946 
and exhibit the same pattern of regional unemployment rates. If the problem of 
regional unemployment disparities is a serious one, it is not a recent develop- 
ment of the Canadian economy. 


4 A possible weakness of this explanation is that the income differential between top and bottom 
province or even between the average and bottom is larger than what is reasonable to believe people 
would be willing to pay for locational preference. It may be noted, however, that if the differential 
is measured on a per household basis, the gap is much smaller than the preceding discussion indicated. 
For example, in 1966 the greatest interregional household difference is only 28 per cent compared 
to a per capita difference of 70 per cent. If it is the household rather than the individual whose welfare 
is at stake in deciding where to live and work, the argument for equalizing differences gains more 
plausibility. Cf. Alan Abouchar, “Regional Welfare and Measured Income Differentials in Canada”’, 
Reviews of Income and Wealth, December, 1971, pp. 363-369. 

On the other hand, this explanation works almost too well in the sense that one cannot observe 
in the data any temporary widening and narrowing of the income gap in response to a migration 
adjustment. Either such adjustment occurs so rapidly that it is difficult to observe it or this explana- 
tion is too simple. 

5Cf. Alan Abouchar, Ibid. According to Abouchar about nine per cent of the Ontario-Atlantic 
gap in average household income can be accounted for by measurement quirks in the National Ac- 
counts. These quirks consist of interregional differences in prices, especially the cost of housing; 
urban services; and in the use of intermediate goods such as car consumption and income in kind. 
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PROFILE OF INTERREGIONAL DISPARITIES 


TABLE IV 


Canada: Personal Income Per Person, by Province, 1926, 1951 and 1961 


Provincial Average as a 
Percentage of Canada 


Provincial Average National Average 
Province 1926 1951 1961 1926 1951 1961 
a Cee 
$ $ $ 
Newfoundland...............0..00.. —_ 568 934 ae 50.3 59.7 
Prince Edward Island.............. 241 612 962 56.7 54.2 61.5 
Nova Scotia... sn ee 285 776 1,197 67.1 68.7 76.5 
New Brunswick........................ 273 742 1,064 64.2 65.7 68 .0 
Quebec. S83. eee 360 928 1,383 84.7 82.1 88.4 
Ontario. 4.2) nee ee 486 1,325 1,843 114.4 117.3 117.8 
Manitobas.!.. eee. fe 462 1,135 1,513 108.7 100.4 96.7 
saskatchewan...\:.....0-04...aes 435 1,329 1,222 102.4 117.6 78.1 
Alberta a: Oe 482 1,308 1,595 113.4 115.8 102.0 
British Columbia.................... 515 1,346 1,813 121.2 119.1 115.9 
eee 
Canada: 5243. Uoeea 425 1,130 1,564 100.0 100.0 100.0 


a ee ee ee eee eee 
Source: Canada, Dominion Bureau of Statistics, J. Podoluk, Incomes of Canadians, Ottawa, 
1968. 


TABLE V 


Canada: Census of Unemployment Rates 
SE ee ee ee PO ee 


Census Year 

Province 1921 1931 1941 1951 1961 
EE ee ee eae 
Canada i). <o tt, ee 9.82 18.28 4.79 1.72 3.85 
Newfoundland... cece oo — oo 5.78 8.55 
Prince Edward Island................ 5.87 6.72 5.45 1.67 2.62 
Nova Scotia. (eee iTS Tea 19.33 5.86 3.16 4.27 
New Brunswick..00.........cccccccccsee 13.99 19.52 6.95 2.76 5.86 
Quebec eee 8.34 16.86 5.08 2.35 4.41 
Ontarioss Se ee 9.96 16.38 3.20 1.02 3.33 
Manitoba..3...0)) Ae 8.47 21.24 silt! | 7) Rahs, 
askatcnewan, 75248 ee 4.30 19.72 5.92 0.70 1.98 
Alberta: 254.0 50905 a wale 9.26 Zleo2 5.68 0.92 PAF if | 
Britich Columbia...................... 14.49 25.05 7.64 LG 5.26 
Vukonl fro kee -— — _ —_— 5.11 
North West Territories.............. a — — ae pany | 


— ee ee RE ee ee ee re ey ee ee eee 


Source: Decennial Censuses, Statistics Canada, Ottawa. 


Norte: The unemployment rates recorded in the censuses are not directly comparable to those 
obtained from the Labor Force Survey. In the Census a “gainfully occupied” concept of employ- 
ment is used so that the unemployed are those who are normally without work during the year. 
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TABLE VI 


A. Annual Average Percentage Rates of Unemployment for 
Five Periods, By Region 


Atlantic Prairie British 
Period Canada Provinces Quebec Ontario Provinces Columbia 
ited bee th Be poe et eo 3.45 5.58 4.58 Zek 2.20 3.85 
1956-61 ks. eee 5.85 9.92 7.65 4.43 3.48 6.65 
196) 66. eta nee Sel2 8.83 6.78 3.63 3.32 5.92 
1967-0805... ee 4.45 7.05 5.90 3.30 3.65 5.50 
1909 Lee a.m 5.67 7.90 7.67 4.20 3.97 6.53 


B. Ratios of Annual Average Rates of Unemployment to Highest 
Annual Average, Five Periods, By Region 


LOS 1S D0: cee steer eet 59 56 60 58 35 58 
TOSG-Ol on ee. tee 100 100 100 100 88 100 
ESOT EGO see ec een ce 88 89 89 82 84 89 
1961-68. ee cet on ns 76 71 cL 74 92 83 
1909-7 | eis cee 97 80 100 95 100 98 


Source: Labor Force Survey, Statistics Canada, Ottawa. 


Cyclical variation in these regional rates indicates that Canada’s regions 
experience fluctuations in overall economic activity almost simultaneously. 
Regional unemployment rates tend to rise together or fall together in a way 
which attests to the pervasiveness of the economic climate at the national 
level. This coincidence in time, coupled with regional similarity in price and 
wage change behavior (see pp. 15-16), means that macroeconomic deci- 
sions are never made in the context of a situation where only certain regions 
are being subjected to strong demand pressures while others are undergoing a 
generalized slackening of demand. Otherwise the need to decentralize federal 
demand policies and to apply selective economic remedies to different regional 
ills would be much more evident. It is unquestionably the openness of any region 
to economic disturbances originating in other regions that prevents marked 
divergences in economic performance. The extent of this vulnerability to outside 
events is discussed in the next section. 


Important differences do exist, however, in the degree to which changes in the 
aggregate unemployment rate are associated with changes in regional unemploy- 
ment rates. Some regions, in particular the Quebec-Atlantic area and British 
Columbia, are cyclically more volatile and apt to undergo deeper and more 
exaggerated swings in unemployment rates than other areas. As Table VII 
indicates, a change in the aggregate rate of one percentage point has historically 
been accompanied by a change of more than one percentage point in British 
Columbia’s unemployment rate and that of the Quebec-Atlantic region. Because 
the latter areas have above average unemployment rates as well, there is a strong 
positive correlation between the national unemployment rate and the statistical 
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12.0 


12.0 


FIGURE 1 


Canada: Regional Unemployment Rates, Annual Averages, 1946-1971 
(percentage of labor force unemployed) 
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REGIONAL DIMENSIONS OF INFLATION AND UNEMPLOYMENT 


variance of the regional rates. By itself this relationship has little relevance for 
economic policy since it cannot unravel the supply and demand influences which 
together give rise to it. 


The widening of regional unemployment rates when higher rates of national 
unemployment rates rise and their subsequent convergence when national 
unemployment declines appear symmetric over time. Quebec excepted, there is 
no trend in the configuration of regional unemployment rates whose pattern 
has been remarkably stable 6ver time. A deterioration in Quebec’s unemploy- 
ment rate in the 1960s can be discerned relative to behavior in the 1950s.6 


An explanation similar to that for the relative constancy of the income 
differentials could account for the stability in the structure of regional unem- 
ployment rates. The differences in the level of regional unemployment rates may 
be indicative of the relative income gains, adjusted for the probability of unem- 
ployment in different areas, to be obtained from migration to higher income 
regions. If the existing differentials were narrowed, voluntary migration from 
low employment regions might decline in response to the lower expected gain 

6 From 1953-66 the unemployment rate in Quebec was normally one to three percentage points 
less than that in the Atlantic area. In late 1969 and early 1970 the Quebec rate was the highest in 
Canada. Rabeau concluded that the Quebec-Canada unemployment rate gap had increased by 0.3 
to one per cent in the period 1960-68 relative to the 1946-59 interval. Cf. Yves Rabeau, The Federal- 


Provincial Fiscal Policies: A Short-Term Analysis with Application to the Quebec Economy, Office de 
Planification et de Développement du Quebec, Quebec, 1971. 


TABLE VII 


Absolute Changes in Regional Unemployments Rates 
and the National Unemployment Rate 1953-70 


K Unat T R2 D.W. 

Newfoundland °2) ee sae —5.45 3.50 —0.009 0.74 1.45 
(—1.98) (7.07) (—0.08) 

RMOUA SCOLLA cet. We atone esc 1.98 0.98 —0.044 0.72 1.14 
(2.45) (6.71) (—1.26) 

ew Brunswick-..s... ence 3.45 1532 —0.116 0.75 1.69 
(3.32) (7.02) (—2.61) 

0 VTE 97 td aera are ak IR Re amine 0.354 Te22 0.018 0.97 1.56 
(1.24) (23.61) (1.44) 

MON ATIO VO ee, Pe aes —2.53 0.82 —0.019 0.97 VTi 
(—1.35) (24.31) (—2.34) 

ManHOUAS oe ne ee 0.855 0.61 —0.027 0.84 1.67 
(2.43) (9.60) (—1.83) 

paskaichewatl).4¢- 05.020, See eee —0.24 0.49 0.044 0.57 1.33 
(—0.39) (4.47) (1.69) 

Vik | °oi g : Rese ree Pd Perky Peay oe CeO —0.99 0.77 0.026 0.92 1.54 
(—3.13) (13.42) (1.91) 

British; Columbia. n7, ee —1.08 1.28 0.037 0.91 1.60 


(—1.90) (12.55) (1.52) 


Notes: (1) The coefficient of the variable Unar measures the extent to which a one percentage 
point change in the national unemployment rate is translated into a change in region i’s unemploy- 
Ient rate. 

(2) T is a time trend. R2 is the adjusted R2; D.W. is the Durban-Watson statistic. t-scores are 
given in brackets beneath the regression coefficients. 
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from moving. If this type of migration response acts to preserve the regional 
unemployment rate differences, an economic policy designed to alter the relative 
rates would be unsuccessful. 


Two different, but not mutually exclusive, factors seem to be responsible for 
the tendency of the dispersion in regional unemployment rates to move in step 
with the average level of unemployment. One part of the explanation is the be- 
havior of interregional labor mobility. Higher wages in Ontario, British Colum- 
bia, and Alberta exert a continuous attraction for migration from other regions. 
The time at which migration decisions are realized, however, will depend to a 
large extent on the probability of finding jobs in these higher income regions. 
When unemployment is low in Ontario, British Columbia, and Alberta, an 
acceleration in migration from other areas is observed.7 This behavior charac- 
terizes migration from the Atlantic area, especially of those in the 25 to 44-year 
old age group, but is less applicable to Quebec where a separate culture and 
language create an ethnic barrier to migration. 


Whenever economic activity is dampened in the economy, the process also 
works in reverse. When jobs become scarce in the high income regions, people 
postpone their decision to leave lower income areas. Reverse migration will also 
occur as some return to low income areas if they lose their jobs in high income 
areas.8 Both groups will be included in the unemployment measured in low 
income areas and will thus produce a widening of the regional unemploy- 
ment rates. 

The second factor which reinforces the mobility mechanism is the relationship 
between aggregate labor demand and its regional distribution. Fluctuations in 
employment growth, as in unemployment rates, appear to be more severe in the 
high unemployment regions of British Columbia, Quebec, and the Atlantic 
provinces than elsewhere. It may be that as aggregate labor demand reaches 
higher levels, a larger proportion of it is transferred to the low employment 
regions. This could occur if the least inefficient plants within an industry were 
concentrated in low employment areas. As plants elsewhere reached full capacity 
utilization and higher costs of operation, buyers would shift more of their 
purchases toward the output of the low employment regions or rising industry 
prices might make it more profitable to increase production in these plants. 
When aggregate demand contracted this diffusion process would operate in 
reverse with the markets of the least efficient firms declining at more rapid rates 
than those of other firms. The meagerness of output data at the regional level, 
for both industry and total output, prevents any rigorous testing of this notion.9 


7“In other words, mobility responds much less to existing opportunities when there is general 
slack in the labor market.” J. Vanderkamp, “Migration Flows, Their Determinants and the Effects 
of Return Migration’, Journal of Political Economy, September/October, 1971, p. 1025. 


8 Cf. John Vanderkamp, “Interregional Mobility in Canada: a Study of the Time Pattern of 
Migration”, Canadian Journal of Economics, August 1968. 


9 Taking the squared deviations from trend of observations on the value of manufacturing 
shipments for each province as a fraction of average shipments over the period 1961-69, it appears 
that shipments fluctuations are about twice as large in Quebec and the Atlantic area than in Ontario. 
But this is also true of the Prairie provinces and to a lesser extent, of British Columbia vis-d-vis com- 
parisons with Ontario. 
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An alternative explanation postulates that roughly similar percentage changes 
in output in all regions are translated into different percentage changes in 
employment.!0 This could occur if the mix of industries were to vary significantly 
across regions, as it apparently does. For example, a higher proportion of pri- 
mary to manufacturing industry in the Atlantic area than Ontario undoubtedly 
accounts for some part of the greater employment gyrations in the former. 
Another factor working in the,same direction is the heterogeneity of regional 
labor forces. If the labor force in Ontario is endowed with more skills and higher 
levels of education, layoffs may occur less frequently there than in the Atlantic 
area during a fall-off in demand because of firms’ desire to retain their invest- 
ment in training. 

An important determinant of the pace of economic activity in the 1960s was 
the nation-wide upsurge in investment spending. Virtually all regions shared in 
this expansion of demand and capacity which started strongly upwards after 
1961. Between 1961 and the end of 1966 nominal investment expenditures 
almost doubled in every region. In fact, the share of national investment cap- 
tured by Quebec and the Atlantic area increased during this period. After 1966, 
however, there was a significant pause in the growth of investment in all regions. 
Quebec in particular was hard hit by this pause. There the peak of investment in 
manufacturing, trade and finance was reached in 1966 after which the absolute 
level of investment declined slightly for the next three years. To some extent 
this falloff in investment reflects the termination of Expo-67 and, from the 
perspective of the entire decade, the catching up of final demand to installed 
capacity. Recently, excess capacity in international markets for pulp, paper, and 
chemicals have retarded the return of investment to more normal levels. In the 
Atlantic area the slowdown in investment was less severe. Over the decade 
1960-69 the growth of investment there was 140 per cent compared to 106 per 
cent for the rest of Canada. 


Export performance has often significantly influenced the behavior of regional 
investment. The effect of the auto pact has been felt most keenly in Ontario 
where higher automotive exports have justified an expansion of car plant 
capacity. In Saskatchewan, on the other hand, a depression of the world potash 
market combined with a siackening in grain exports produced a noticeable 
decline in incomes, sales, investment and government revenues. Provinces west 
of Manitoba are highly specialized in the production of natural resource prod- 
ucts, a fact which ties their economic fortunes more closely to events in external 
markets and makes them less responsive to demand pressures generated in- 
ternally. However, to the extent that the major export market is the United 
States where economic events parallel those in Canada, differences in demand 
pressure between these provinces and the rest of Canada may be smaller than 
a high degree of dependence on world trade would otherwise suggest. 


10 For the Atlantic area and Quebec this is the conclusion reached by Swan although the data 
he used to derive aggregate regional output is exceptionally unreliable. Cf. Neil Swan, Differences 
in the Response of the Demand for Labor to Variations in Output among Canadian Regions: a Pre- 
liminary Interpretation, Queen’s University Discussion Paper No. 41, 1971. 
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A complete discussion of regional economic performance requires some 
consideration of the record of regional price and wage behavior. Regional price 
information is much harder to obtain than regional wage data even though the 
availability of the latter is not entirely satisfactory. The only published series on 
regional prices is the Consumer Price Index for the major city or cities in each 
province. Because the base on which these series began is arbitrary, one cannot 
use the indexes to compare the cost of living in one city with that in another.1! 
They were designed to permit comparisons of changes in the cost of living only 
within a given city. Since the pattern of price weights varies between cities, 
it is not entirely legitimate to use comparisons of inter-city CPI change as the 
basis for inferences about the regional distribution of inflationary pressures. 
The distortion involved, however, is probably small. From Table VIII almost 
perfect correlations result from pairwise intertemporal comparisons of Montreal 
or Toronto’s annual CPI with those for St. John, Halifax and St. John’s over 
the period 1953-69. When the same comparisons are made for rates of change 
in the CPI, the correlations are almost as good. There is reason to believe that 
demand pressures on prices are probably generalized across all regions when 
adjustments occur over an entire year. 


At the disaggregated level of the various major components of the city CPI’s, 
pairwise correlations of annual price changes in these components indicate that 
much tighter relationships hold for the categories subject to interregional trade 
than for the nontrade items, essentially houses and services of all kinds. This is 
the price pattern that would be expected to emerge in a market economy. With 
unimpeded interprovincial trade, the mobility of goods would prevent prices in 
one area from getting out of line with prices in other areas. The relative regional 
prices of nontraded goods, on the other hand, would have more freedom but 
even here, the similarity in regional wage movements often produce similar 
price changes. 


Imperfect labor mobility and widely varying levels of regional unemployment 
rates notwithstanding, wages as well as prices, exhibit a market tendency to 
move together. For almost all sectors of the economy for which wage data 
exists—mining, manufacturing, and construction for average hourly earnings, 
and a broader spectrum of industries for average weekly earnings—wage levels 
are lower in the eastern regions of Quebec and especially the Atlantic area than 
elsewhere. However, interregional wage differentials are also observed to be 
surprisingly rigid over time. As Figure 2 and Table IX indicate, rates of wage 
change tend to be roughly the same in all regions although the closeness of their 
movements depends on the wage data used and the province and sector under 
examination. There is some, but not much, play in the interregional wage struc- 
ture and certainly less than would be anticipated in view of the regional variation 
in unemployment rates. 


Recently wages in Quebec which have shown a mild tendency to approach 
the levels prevailing in Ontario. This behavior is evident within the manufacturing 


11 Since 1968 Statistics Canada has, however, published an inter-city price index using standardiz- 
ed weights which permit geographic comparisons of the cost of living. 
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TABLE IX 


Average Annual Rate of Change in Average Hourly Earnings 
By Sector and Province, 1953-70 


Compound Rates, Per Cent 


Manu- Con- 
Province /Sector Mining facturing struction Aggregate 
Newroundland.:..2 ae ee ee eee Spys: Sry 5.10 4.58 
INOVa SCOUd coc he ee ee eee — 3.87 D219 4.39 
New Brunswick — 4.18 a2), 4.37 
CUCDEC S. oh. okt en A re D2 4.41 5.84 4.62 
ON tATION etre ee eee et ee 5.06 4.39 5.68 4.58 
Manitoba 00 oe ee ie en et Ae — 4.01 5.41 4.36 
paskatchewani tte) oe eee — 4.77 4.89 4.80 
Alberta. A... ee eee 4.38 4.54 4.77 4.61 
British Columbias. 4.40.6 eee 4.82 4.51 5.61 4.70 


Source: Employment, Earnings and Hours of Work, various issues, Statistics Canada, Ottawa. 


Norte: Aggregate average hourly earnings were obtained by weighting the sectoral earnings 
in each province with the weights determined by the fraction of employment in each sector. 


sector, the construction industry, and in some portions of the services sector.12 
It has occurred at a time when the absolute levels of investment have been de- 
clining in some of these industries; when the province’s labor force growth has 
been higher than in other regions; and when growth in employment has dipped 
significantly below that of the labor force. To some extent these divergent trends 
are probably interrelated in that higher than average wage gains in Quebec 
have made investment there relatively less attractive than in other regions and 
have raised that province’s unemployment rate relative to the rest of the country. 
However, common to all these trends has been the background of political and 
social unrest characteristic of most of this period in Quebec. 


Wage rate (or productivity levels) that are lower in the east than in the west 
result from differences in the types of labor demand and supply in each region. 
The Atlantic area and portions of Quebec presently have a lower ratio of skilled 
to unskilled jobs; they face higher transport costs to major markets; they have 
experienced the fastest rate of growth in female employment where incomes and 
unemployment tend to be below average, and they possess poorer quality natural 
resources on the whole. There are some notable exceptions to this pattern, 
however. For example, wage rates in the pulp and paper industry are the highest 
in Newfoundland where the average wage and income are at the lowest levels of 
any province. The average wage rate differential also conceals smaller and 
larger differentials in occupational rates of pay. Highly mobile holders of some 
skilled jobs tend to earn roughly similar rates of pay in each region, a fact which 
contributes to a wider wage structure in the eastern regions than elsewhere.13 

12 Evidence on this score is presented in the third section, (2) of chapter four. 

13 R. George has noted that differences in skilled labor wages between the Atlantic provinces 
and Ontario are much smaller than those for unskilled labor. Cf. R. George, The Cost of Manu- 
facturing in Alternative Locations: Nova Scotia Compared with Ontario and Quebec, paper presented 


to Canadian Political Science Association Meeting, Queen’s University, Kingston, Ontario, 1964, 
p.11 
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FiGurRE 2 


Weighted Average Hourly Earnings 


By Province, 
1953-1970 


British Columbia 


Alberta 


Saskatchewan 


Manitoba 


Ontario 


Quebec 


New Brunswick 


Nova Scotia 


Newfoundland 


1953 1955 1957 1959 1961 1963 1965 1967 1969 


Source: Employment, Earnings and Hours of Work, various issues, Statistics Canada, Ottawa. 
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Explanations of the similarity in wage changes across regions are not so 
easily produced. The most puzzling aspect of regional economic performance is 
that wage changes in each region are almost equal despite vastly different rates 
of regional unemployment. In a well functioning market economy interregional 
labor mobility and regional wage adjustment to excess labor supply would be 
expected to eventually produce more equal rates of regional unemployment. If 
mobility did not adjust rapidly to changes in regional economic opportunities, 
more dissimilar rates of regional wage increase would be expected to occur. 
That this does not happen is at the heart of the regional problem of inflation and 
unemployment. Lower rates of wage increase in the high unemployment regions 
would be expected to contribute to an increase in labor demand in those areas 
relative to that in the rest of the country so that over time disparities in regional 
unemployment rates would gradually diminish. Simultaneously, the achievement 
of lower cost levels in high unemployment regions would exert a price discipline 
on cost increases in the competing industries of other regions. These adjustments 
would promote an improvement in the national record of prices and unemploy- 
ment. Ensuing chapters consider the nature of the obstacles hindering this 
improvement. Regional labor markets in Canada either fail to function in a 
competitive fashion or they possess special competitive features which impair 
their satisfactory functioning. 


INTERREGIONAL LINKAGES 


Since economic events in one region can affect, and be affected by, behavior 
in others, the channels of regional interdependence require some discussion. 
The major links are the flows of people, goods and funds among regions. If 
people migrated rapidly to any region in which there was an increase in the 
demand for their services, regional economic policies would be unnecessary as 
persistent disparities in regional economic activity could not occur. The popula- 
tion size of various regions would change in response to new economic oppor- 
tunities but the residents of all regions would share directly and indirectly in 
their exploitation. Conversely, if people were perfectly immobile among regions, 
most of the benefits of any new income opportunity in a region would be cap- 
tured by the residents of that region. 

The broad picture of interregional migration in Canada is as follows: contin- 
uous outmigration from the Atlantic area, which, relative to the birth rate, had 
slowed down in the 1950s compared to the 1920s; very little out-migration from 
Quebec largely because its language and culture are barriers to easy settlement 
in other regions; recent outmigration from Saskatchewan and Manitoba as 
growing farm size has reduced the numbers of the farm population, and sizeable 
inmigration to the provinces of British Columbia, Alberta and Ontario. By any 
objective standard (interregional migration relative to the population base or 
to unemployment, or migration rates of other countries) the amount of inter- 
regional migration has not been large. Over the period 1951-66 an annual average 
of about 13,000 and 4,000 persons respectively were leaving the Atlantic area and 


22 REGIONAL DIMENSIONS OF INFLATION AND UNEMPLOYMENT 


Quebec while 10,000 were leaving Saskatchewan and Manitoba on balance!4. 
As a fraction of the population in each region, these rates are significantly less 
than one per cent. These average rates also display a great deal of sensitivity 
to overall economic conditions. When the national unemployment rate is high, 
interregional migration slows to a trickle until more buoyant economic condi- 
tions prevail. For example, migration into British Columbia was actually negative 
in the years 1960-61 while in the later years of the decade 22,000 to 35,000 
migrants were entering the province annually. Similarly, the level of outmigra- 
tion from the Atlantic area doubled (from about 10,000 to 20,000) in the period 
1961-66 compared with the period 1956-61. Since the majority of the migrants 
are between the working ages of 15 and 34, migration definitely plays a role in | 
reducing regional differences in unemployment rates; the importance is most 
evident at high levels of aggregate demand}5. 


A second important regional linkage is interprovincial trade. Unfortunately 
information on the external trading relationships of regions is particularly 
scarce and no systematic effort has ever been made to collect it. These data 
would be essential to framing a workable regional expenditure or tax policy. 
Without them such a policy risks a high degree of slippage since an unknown 
amount of expenditure in one region will spill over through imports to affect 
expenditures in other areas. Interregional trade is one of the main mechanisms 
by which demand changes in one region are transferred into demand changes 
for output and labor in other regions. In the absence of time-series data it is 
impossible to determine exactly how this important channel of interregional 
demand transmission operates. 


A glance at the data available on the Atlantic area in 1960 affords an interest- 
ing illustration of regional adjustment.!6 In 1960 the deficit on current account— 
the gap between export and import values with respect to the rest of the world— 
of each Atlantic province was a large proportion of each province’s total income, 
amounting to 29.4, 19.1, 36.6, and 42 per cent respectively for Nova Scotia, 
New Brunswick, Newfoundland, and Prince Edward Island.!7 Of even greater 
interest than the relative size of the deficits is the method by which they were 
financed. Only tiny fraction of the deficits have been matched by voluntary 
private capital inflows. The dominant source of finance for the deficits has been 
the excess of federal expenditures over tax collections in each province which, 


14Cf. M. V. George, Internal Migration in Canada, Demographic Analysis, Dominion Bureau of 
Statistics, Ottawa, 1970. A special migration study in the Eighth Annual Review of the Economic 
Council of Canada showed the same pattern for the year 1969, although the number of people in the 
interprovincial migration stream was smaller than indicated here. The difference is related to the 
single year the council used and the fact that the study enumerated for the most part only household 
heads. 

15The relationship between regional migration, unemployment and regional labor demand is more 
complex than this sentence indicates. Qualifications to this position are made in chapter Six. 

16To see how a change in demand and income in one region percolates through the entire economy 
requires knowledge of both the international and interregional trading connections for all of the 
regions. A reasonable speculation is that, because of the prevalence of interprovincial trade, regions 
are more open to external disturbances than the entire country is. A small amount of empirical 
evidence, summarized in footnote 2, chapter six, page 134, supports this speculation. ; 

17Kari Levitt, A Macroeconomic Analysis of the Structure of the Economy of the Atlantic Provinces, 
1960, a paper presented to the Meetings of the Canadian Economics Association at York University, 
June 6, 1969. 
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as a percentage of the deficit incurred, amounted to 80, 79, 72, and 86 per cent 
respectively for the same provinces.18 


If the year 1960 is typical, and there is reason to believe it is, this cluster 
of trading relationships measures the degree to which federal fiscal transfers 
permit the Atlantic area to spend more than it earns in income or the real 
resources transferred to it by other regions. If the Atlantic area became a separate 
country, a permanent deficit of this size would be a signal either of an excessive 
level of internal demand or of an inappropriately high exchange rate linking its 
trade to other areas. Since the relatively high level of the unemployment rate 
belies an excessive level of demand, the policy solution seems at first glance more 
likely to be effective devaluation.!9 For a region the policy equivalent to devalua- 
tion is a reduction in relative wage levels which would increase the demand for 
output and labor in that region while reducing these demands in other regions. 
While full employment in the Atlantic area might be achieved by a devaluation 
of this type, the region would be worse off to the extent that the trade deficit, 
and the transfer of resources it represents were to disappear. In any event, this 
trade pattern is consistent with the notion that relative wage levels in the Atlantic 
area may be too high to support a full employment level of jobs. However, it is 
also possible that the addition of government demand to the region pulls up 
both wages and imports if supply constraints operate on labor and product 
markets at relatively high unemployment rates. 


Finance is another interregional flow closely bound up with interregional 
trade and the level of regional economic activity. As with trade, there is virtually 
no information on how these flows have behaved over time—or at any point in 
time for that matter. While data on the sources and uses of regional finance 
would be interesting in their own right, the absence of this data may be unim- 
portant for purposes of regional economic policy. Unlike labor, there is ample 
evidence of almost perfect capital mobility in the form of risk-adjusted equality 
in regional interest rates.20 In these circumstances it can be argued that regional 


18The counterpart to these deficits is a surplus on the part of at least one other region although, 
because there was a national balance of payments deficit on current account, the sum of the regional 
surpluses would be less than the sum of the regional deficits. The proportionate size of the Atlantic 
area deficits relative to income is much larger than that for the country in 1960 (2.85 per cent). 
Regional income accounts for Ontario indicate a continuous surplus position for that province. The 
net position of other provinces is uncertain. Miller’s data for Quebec indicates the province has 
operated with a small but growing deficit against the rest of the world and Canada. Between 1961 
and 1967 the deficit, as a proportion of Gross Provincial Expenditure, grew from about four to seven 
per cent. However, only the data for 1961 are based ona complete survey of both exports and imports. 
F. C. Miller, The Case for Regional Fiscal Policy in Canada, paper presented to the Canadian Eco- 
nomics Association Meeting in St. John’s, Newfoundland, June 1971. 

Czamanski has developed historical current account data for Nova Scotia. He finds the deficit 
for Nova Scotia against the rest of the world has moved in a range of 21 to 24 per cent of Gross 
Provincial Product and it has been almost perfectly matched by the excess of government expenditures 
over tax collections in the region. S. Czamanski, Structure of the Nova Scotia Economy: Analysis of 
Income and Product Accounts, Institute of Public Affairs, Dalhousie University, Halifax, N.S., 1970. 

19The record of provincial fiscal deficits indicates that, in the Maritimes at least, provincial govern- 
ments have pursued budgetary means of expanding local demand for output and labor. The net 
interest burden in these provinces as a fraction of provincial income, is more than twice as high as 
that in any other province. The apparent failure of these efforts to secure full employment suggest 
an exchange rate revision is needed to reconcile internal with external balance in this region. 

20Although, for example, the Atlantic Provinces pay a slightly higher interest rate on government 
bonds than other provinces due to larger amounts of outstanding debt, changes in provincial govern- 
ment bond rates move closely together. 
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financial flows only mirror real economic events in each region and that, given 
data on the latter, information about the former would be superfluous.2! None- 
theless, data on regional economic linkages is sadly deficient and until this 
deficiency is overcome, our understanding of regional economic phenomena 
will continue to be impaired. 


REGIONAL ECONOMIC POLICIES IN CANADA AND ELSEWHERE 


Canada is not unique in having problems of regional disparity. Almost any 
country that could be named faces similar problems. In the United States the 
income differential between northern and southern states has long been a source 
of attention and concern. Since the beginning of this century it seems that the 
income gap between the two areas has steadily narrowed and it has recently 
been argued that, when account is taken of differences in the regional cost of 
living, the process of convergence has been completed.22 Removal of the income 
gap seems to have followed in the wake of a classical adjustment mechanism 
involving northward migration of the population and southward migration of 
industry, especially that of a labor intensive nature such as textile manufacturing 
which could take advantage of lower wage scales in the south. While various 
states have competed for new industry by offering tax and financial concessions 
to new economic activities, the federal government has had little or no hand in 
influencing this interstate competition. The federal government has assumed 
more responsibility, however, for another regional problem, that of the depressed 
area of Appalachia which has become one of focal points of the U.S. poverty 
program. 


This program has sought to equip people in this area with more and better 
skills which could be used in other areas rather than attempting to revitalize 
the area by inducing new industry to settle there.?3 


In the United Kingdom a variety of regional policies have attempted to bring 
income levels in Scotland, South Wales and similar areas close to the average 
income level of the entire country. A system of grants, loans and tax rebates on 
investment spending has been employed by the central government to entice 
new industries to locate in these development areas. More recently Regional 
Employment Premia (R.E.P.) have been introduced as a means of influencing 
the pattern of industrial location. The premia consist of payroll or wage sub- 
sidies granted to manufacturing firms which move into areas of high unemploy- 
ment. Despite a proliferation of regional policies there has been no convergence 
of regional unemployment rates.24 


21The point here is that the geographic direction of voluntary regional capital flows will be de- 
termined by the location of investment opportunities. Chapter six considers some limited evidence 
on whether monetary policy has had a regional discriminatory impact. 

22Cf. P. Coelho and M. Ghali, ‘““The End of the North-South Wage Differential,” The Ameri- 
can Economic Review, December, 1971, pp. 932-937. 

23 A good review of regional policies in the United States, France, and the U.K. is M. Schnitzer, 
Regional Unemployment and the Relocation of Workers, Proeger, N.Y. 1970. 

24 G. C. Archibald, ‘“‘On Regional Economic Policy in the U.K.,” University of Essex Discus- 
sion Paper No. 14, December 1969. 
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The list of European countries whose basic policy of regional development 
has been to bring jobs to jobless workers could be extended indefinitely. For 
most of this century Italy has tried to spread the benefits of northern industriali- 
zation to inhabitants of the rural south where average incomes are substantially 
below the national average. Offering financial inducements to industry to move 
south has been the main policy instrument for achieving this goal. In France 
regional disparities are synonomous with imbalances between the agricultural 
and industrial sectors. Through travel, training, and removal allowances the 
French government has encouraged the exodus of small farmers from unprofit- 
able farming areas, especially Brittany where a surplus farm population earns 
less than half the income of those in more prosperous farming areas. 


Regional inequalities are also common to Mexico and the countries of South 
America. In Brazil for instance, per capita income is less than half the national 
average in the Northeast but twice the national average in the Rio-Sao Paulo 
area.2> For the last 12 years the depressed Northeast has been the target of 
government sponsored development efforts. Their chief lever has been a program 
of fiscal incentives which permit corporate taxpayers to deduct 50 per cent of 
their income tax liability for funds earmarked for an approved investment project 
in the Northeast. This subsidy has encouraged the emergence of capital-intensive 
production in a labor abundant area. Slow growth of employment has been an 
undesirable outcome and the government has accordingly reassessed its tax 
incentive scheme and has placed more emphasis on agricultural opportunities 
in the area and on migration of homesteaders from areas of high unemployment 
and underemployment to roadside lands. 


In many of these countries the percentage income differences between regions 
are significantly larger than those observable in Canada. This does not justify 
passive acceptance of the regional disparities which exist within Canada. It does, 
however, underline the universality of the problem and the difficulty other 
countries have experienced in eliminating or reducing regional disparities. If 
Canada has failed to deal adequately with her regional prablems, the record of 
other countries has provided no clear lead to follow. 


In the 1960s Canada launched a major attack on the problem of regional 
disparities with policies bearing a closely resembling those already described 
for other countries. Their fundamental premise is that measures to increase the 
availability of capital and to reduce its costs are the key to reducing unemploy- 
ment and raising incomes in depressed areas. To implement this approach the 
Area Development Agency (ADA) was founded in 1963 and functioned until 
1969. By 1968 ADA had designated 94 Canada Manpower Centre areas, located 
in all 10 provinces and covering 18 per cent of the total labor force, in which 
new or expanded capital expenditures on manufacturing facilities were eligible 
for a capital grant and accelerated capital cost depreciation. 

The amount of the capital grant was fixed at one third of the first $250,000 of 
expenditure on new machinery, equipment and buildings, plus 25 per cent on 


25 Brazil, First National City Bank, a special Economic Study of the Foreign Information 
Service, New York, N.Y., April 1971, p. 10. 
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the next $750,000, plus 20 per cent of any capital costs thereafter up to a ceiling of 
$5 million for any one project. Alternatively, a firm could apply the grant against 
its future income tax payments. As of March 31 1969 ADA had received 1,670 
applications under the program and 1,040 of these had been either approved or 
were under consideration at the time. From 1963 to March 31 1969 the combined 
value of benefits from tax exemptions and grants exceeded $499 million. New 
investment associated with the grants was $2,612,969 while the number of direct 
jobs created was about 65,000. The average capital cost per job created worked 
out to $40,200 per employee while the cost to the federal treasury was about 
$7,673 per job. 

The average capital cost per job under ADA was substantially in excess of 
an average for the whole economy, or even for the manufacturing sector, and 
‘reflects the fact that two capital-intensive industries—pulp and paper, and petro- 
leum and chemicals—accounted for about 62 per cent of the total investment 
under the scheme. Over the period 1963-69 the Atlantic area received about 
one third of the total investment influenced by ADA and about 30 per cent of 
the jobs associated with this investment. On an annual basis ADA affected about 
10 to 12 per cent of the total amount of manufacturing investment in the Atlantic 
region. A review of the success of ADA grant recipients is currently being done 
by DREE and it appears at the moment that not all of the assisted projects were 
able to survive despite the assistance they received. 

Operating alongside ADA were a number of other agencies, the Atlantic 
Development Board (ADB) and the Fund for Rural Economic Development 
(FRED) whose primary concern was the provision and improvement of infra- 
structural facilities in the Atlantic area. The activities of these agencies and 
those of ADA ended, except for work in progress, with the inception of the 
Department of Regional Economic Expansion (DREE) on April 1 1969. 
In many respects DREE is similar to the organizations it replaced. The basic 
objective—to attract investment to high unemployment regions—is unchanged 
although a new emphasis is being placed on concentrating investment activity 
in the larger urban centres (so-called growth poles) excluded by ADA. 

DREE operates two types of complementary programs. One involves the 
designation of specific geographic areas where firms which establish or expand 
secondary manufacturing and processing activities are eligible to receive capital 
and labor subsidies. The rationale for limiting these grants to manufacturing 
activities is that their location is the easiest to influence—they are more “‘foot- 
loose” than other activities. Since a major criticism of the ADA program was 
that it subsidized resource-based industries which would have located in the 
desired area in any event, pulp and paper, newsprint, mineral concentrates and 
oil refining are ineligible for grants under this DREE program. Before October 
1970 designated areas contained about one third of the Canadian labor force. 
With the addition of the Montreal and Cornwall areas after October 1970, 
about 47-50 per cent of the labor force was included in these areas spanning 
all 10 provinces. 
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The second type of program refers to special areas which may be (and in 
practice often are) designated areas as well. Under this program assistance 
is available in the form of grants, loans, or loan guarantees for the develop- 
ment of social infrastructure projects (roads, bridges, port facilities, schools for 
example) and for the establishment of promising primary or tertiary industries. 
Also, in co-operation with the provinces, long-range development plans such as 
that recently negotiated for Prince Edward Island can be drawn up and imple- 
mented. There are currently 22 of these special areas ranging from most of the 
major cities in the Atlantic region to Lesser Slave Lake in Alberta. 

Unlike ADA grants which were for fixed amounts and tied exclusively to the 
employment of capital, DREE grants are discretionary within a certain range, 
available for modernization as well as expansion, and based on the employment 
of both capital and labor. Until October 1970 the maximum allowable grant 
was $5,000 per job created and 25 per cent of capital costs (excluding working 
capital) with a maximum of $12 million for a single project. Since October 1970, 
DREE administers a three-tiered incentive structure: (a) the newly designated 
area of Montreal-Cornwall is eligible for maximum grants of $2,000 per job 
and 10 per cent of capital costs until December 31, 1973; (b) the ceilings in the 
Atlantic region have been raised to $7,000 per job and 35 per cent of capital 
costs; (c) for the other designated areas the old maximums of $5,000 per job 
and 25 per cent have been retained. The $12 million ceiling for the total grant 
has been removed, although for a labor-intensive firm the maximum grant is 
legislatively limited to 50 per cent of total investment, while for a capital-inten- 
sive firm the payment constraint is set at no more than $30,000 per job. 

Applicants for grants are evaluated by several federal departments for their 
economic viability, after which DREE may make the firm an offer based on a 
marginal calculation of the difference in the firm’s profitability between its best 
alternative location and that in the designated or special area. This procedure is 
intended to screen out firms without a viable alternative location which would 
probably settle in the area in any case. After DREE has made its offer to a firm, 
the firm can either accept or reject it and this part of the procedure is non-nego- 
tiable. Between August 1969 and November 1971 DREE made 1,475 offers of 
which 1,101 were accepted, 113 were declined, 56 have lapsed and 205 are 
pending further decision. | 

From its inception to November 1971 DREE has distributed about $190 
million in incentive grants to manufacturing enterprises locating in either 
designated or special areas. The amount of manufacturing investment influenced 
by the grants is close to $1 billion, although it is difficult to determine how much 
of this investment would have gone forward anyway. This figure represents 
about 10-15 per cent of total manufacturing investment on an annual basis 
and is expected to result in the creation of about 44,000 jobs, approximately 
half of them in Quebec, and a quarter of them in the Atlantic provinces. Since ~ 
the revision of the incentive grants in October 1971 a higher percentage of the 
grants, about 70-80 per cent, has gone to Quebec. Distribution of DREE 
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incentive grants has been reasonably congruent with that of regional unem- 
ployment in the eastern regions. 


DREE has also negotiated special area agreements with several provinces. 
Under the first agreements extending over 1970-72 the Atlantic provinces 
received $155 million of a total DREE committment of $212 million. The bulk 
of the Atlantic area expenditures is to be made on the improvement of trans- 
portation and municipal services. Seventy per cent of these expenditures are 
jn the form of grants while 30: per cent are low interest loans. 


A discussion of DREE’s contribution to diminishing regional disparities and 
toward regional stabilization is reserved for chapter six. For the sake of balance 
this chapter concludes with a description of federal manpower policies for 
encouraging the movement of people to jobs in other areas. Three types of 
mobility grants are available under present manpower programs. One is a 
trainee travel grant to offset the transportation costs of enrolees in training 
programs. This type of grant is best considered as an offshoot of other training 
expenditures than as a device for alleviating existing labor market imbalances. 
In 1969-70 about 34,595 persons received these grants at an average cost of 
$22.93. Exploratory grants to expand the job-search area of those seeking work 
are a second type. About 7,784 persons benefited from this assistance in 1969-70. 
The small size of the average grant, $45.75, suggests that the extension in the 
boundaries of the labor market did not often go beyond local areas. Nonetheless, 
these grants seem to have been reasonbaly successful in matching jobs with 
workers since about 50 per cent of the grant recipients found work as a result 
of assisted job search. 


The third category of assistance, the relocation grant, is available to those who 
have already found work in other areas and who apply to Manpower for aid 
in meeting resettlement expenses. In 1969-70, 7,400 people availed themselves of 
this opportunity at an average cost of $640 per person. Less than 1,000 of these 
moves involved interprovincial relocation: approximately one to two per cent 
of the total moves across interprovincial boundaries in a normal year. An 
unofficial explanation for the relatively small number of people who apply for 
and receive these grants is that the availability of funds for this purpose is not 
widely publicized by the Department. The stringent eligibility restrictions, that 
a person must be both unemployed and have a job offer in another region, also 
contribute to the small impact of the program. Comparing the size of DREE’s 
budget with the amounts spent on mobility assistance, it is apparent that much 
more effort is being extended in bringing jobs to workers than in moving 
workers to jobs. 
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chapter three 


AVENUES OF REGIONAL ECONOMIC ADJUSTMENT 


INTRODUCTION 


This chapter explores at a theoretical level the adjustment avenues that are open 
to a depressed region. The discussion seeks to provide a normative and theore- 
tical background against which actual regional adjustments can be compared. 
The first section of the chapter examines regional adjustments which tend to 
occur over a long period of time in response to secular changes in the demand 
for and supply of a region’s output and labor. The final section considers short- 
run dynamic adjustments which are more immediately relevant to the problem 
of economic stabilization and which ultimately have their roots in the longer- 
run adjustment processes. 


LONG-RUN REGIONAL ADJUSTMENT 


In Canada regions are typically defined by political boundaries and analyzed 
in terms of activities within them. This approach has the danger of making a 
region more a political than an economic reality. Since the boundaries themselves 
are often the result of historical accident, it can become too easy to overlook 
the heterogeneous nature of economic activity within any region and the fact 
that what are referred to as regional economic problems would still remain if 
the present political boundaries were rearranged or erased. The essence of a 
regional economic problem is unsatisfactory adjustment to changing economic 
fortunes and even regions deemed to be prosperous normally contain pockets 
of slow development. Thus, for example, a rich region with an unequal income 
distribution could have extremes of poverty not encountered in the poorest 
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regions of the country. It is largely for the sake of convenience and because our 
system of political representation encourages it, that one can use a region as a 
unit of analysis. 

What differentiates a region from a country in terms of economics is the range 
of policy instruments available to each. A region, unlike a country, has less 
control over its money supply and the interest rate it pays on funds, is unable to 
alter directly the exchange rate which links its price structure to those of other 
regions, and has limited ability to impose commercial and immigration re- 
strictions on the flow of goods, money and people moving across its boundaries. 
Fiscal policy is perhaps the only instrument shared jointly by both regions and 
countries but even in this case regional fiscal independence is severely circum- 
scribed by interregional resource mobility and by the monetary posture of the 
central government which influences the ease of regional deficit financing.! 


As a first approximation a small open region considers interest rates, inter- 
regional exchange rates and, more likely than not, the price of its tradable 
goods as exogenous variables beyond its sphere of influence. Endogenous 
variables determined by behavior within the region include the provision of 
public or social overhead capital, resource employment, savings rates prices of 
nontraded goods and factor prices (essentially wages in an integrated national 
capital market). When either external demand for region’s products or internal 
demand for the output of other regions change, adjustment in the form of some 
combination of changes in these endogenous variables will occur. Different 
profiles of regional development can be generated depending on the precise 
nature of these reactions. 

Generally, four distinct modes of adjustment can be identified, all of which 
are substitutes for each other in that the greater the adjustment in one direction, 
the smaller the adjustment that must occur in another. Assume that the pres- 
sure for adjustment arises from a reduction in the external demand for a region’s 
exports. In a Keynesian world of constant money wages and prices, declining 
export demand would generate a multiplier-induced decline in regional income 
which would reduce regional imports, though not to the full extent of the ex- 
port decline if marginal savings rates were positive. In the absence of govern- 
ment transfer payments two other mechanisms would act to eliminate any 
residual trade deficit in the region. If regional investment were sensitive to 
export sales, regional investment would follow regional exports downward 
with a multiplier impact on income and imports tending to restore balance 
in the region’s current account. If the decline in the return to investment were 
large, affecting a number of different sectors, the region might conceivably 


1 An excellent theoretical discussion of the fiscal autonomy of a region is W. Oates, ‘““The Theory 
of Public Finance in a Federal System’, Canadian Journal of Economics, February 1968. In the 
Oates model changes in the interregional distribution of wealth are the main mechanism imposing 
a balance of payments discipline on a region. This mechanism implies that increases in local taxes 
to finance local government expenditure will have only a transient effect on local incomes. Deficit 
financed local government expenditure, on the other hand, can achieve a permanently higher level 
of income only at the expense of a continuously growing external debt burden. This view of regional 
Income equilibration is shared by R. Scitovsky, Money and the Balance of Payments, Rand McNally, 
Chicago, 1969, Chapter 8. 
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become an exporter of capital to other regions and run a current account 
surplus with other regions. If there were no changes in voluntary capital flows 
into or out of the region, any remaining trade deficit would create a net asset 
drain from the region to finance it, which over time would tend to reduce 
regional expenditure and income and bring imports back into line with exports. 


In a federal system these adjustments are never allowed to complete them- 
selves. When a region’s income falls, its tax payments to the central government 
diminish while spending by the central government in the region either increases 
or remains the same. This induced fiscal deficit of the central government 
externally finances a depressed region’s trade deficit and arrests the operation 
of the export multiplier, thus preventing incomes from falling to the levels they 
would otherwise reach. Fiscal deficits incurred by regional governments through 
the sale of securities to other regions would be unable to achieve the same effect. 
This is because a decline in exports and income makes the return on investment 
in the region less than the cost of financing the deficit. The tax burden of a 
costly, externally held debt would severely restrict the ability of regional govern- 
ments to permanently augment regional demand by this means. A situation of 
this kind in a declining region often arouses complaints of “‘tight money” when 
in fact the real “‘tightness” is that of diminished investment opportunities. 


For Keynesian problems of regional unemployment, Keynesian solutions are 
usually advanced. In an integrated national capital market, selective regional 
monetary policy has no room to manoeuvre. A policy of lowering interest rates 
to stimulate expenditure only in depressed areas would be frustrated by the 
attraction of borrowers to low interest lenders and lenders to high interest 
borrowers. The response would be a quick and sizeable efflux of funds from the 
depressed area which would thwart the attempt to regionalize the cost of capital, 


Fiscal policy offers more scope for stimulating expenditure in some regions 
while reducing or maintaining it in others. A number of devices are capable of 
transferring aggregate demand from high to low employment regions. One 
method is to regionalize federal fiscal policy by pinpointing more spending (or 
lowering taxes) where unemployment is highest. An alternative would be a 
federal stabilization fund which taxed high employment areas more heavily 
and made the proceeds available for government spending in depressed regions. 
An equivalent procedure would be to co-ordinate federal-provincial budgets 
so that high employment regions were running budget surpluses to contain 
demand pressure in their areas while the federal budget was expanding suffi- 
ciently to restore full employment elsewhere. The result in each case would 
be the same: a transfer of demand and resources from high to low employment 
regions sufficient to achieve full employment in all regions at a non-inflationary 
level of total demand. High employment regions would be required to accept 
permanent budget and trade surpluses as the counterpart of budget and trade 
deficits in the low employment regions. 

A second adjustment route is one where relative prices are free to change and 
respond quickly to excess supply or demand within a region. In this classical 
economic world, if labor were interregionally immobile, declining export demand 
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in a region would produce an excess supply of labor at previous money wages; 
a subsequent decline in those wages would lower the price of nontraded goods 
and increase the relative price of tradable to nontradable goods. A higher 
ratio of external to internal prices would create an incentive for the region’s 
firms to produce more exports and import substitutes and fewer home goods, 
while consumers in the region would be induced to buy more home goods and 
fewer tradable goods. Over the long run the decline in the region’s money wage 
relative to the price level would raise the return to investment and encourage 
the migration of industry to the region. All these adjustments would bring the 
region’s imports into line with its lower level of exports. Unlike the Keynesian 
model of achieving reduced real income by increased unemployment, this 
adjustment reduces a region’s real income by lowering the real returns to labor. 
Because of its mobility, capital would continue to earn the same return every- 
where. 

If, as experience suggests, money wages are downwardly rigid, a region is 
more likely to adjust through Keynesian unemployment and, in this respect, 
differs significantly from a country. A country possesses a policy instrument not 
available to a region: the option of currency depreciation which achieves the 
same relative price adjustments as flexible money wages but without the inter- 
vening adjustment cost of unemployment. To be successful a currency deprecia- 
tion must rely on the existence of money illusion in the behavior of wages. 
Flexible exchange rates have some leverage in correcting a trade deficit and 
averting unemployment only if labor supply responses are determined by money 
and not real returns. 

From the point of view of a region with Keynesian unemployment, an event 
analogous to currency depreciation would be external price inflation which 
corrects its labor market distortion by lowering its real wage relative to real 
wages in other regions. Unless a region’s real wages are reduced by national 
inflation, inflation would never be able to duplicate the expenditure-switching 
effects associated with the classical relative price mechanism. If inflation did 
work in this manner the relative price effects would be an important reason to 
anticipate a stable, long-run Phillips curve2. 

These comments should not be interpreted as open advocacy of inflation. 
At best they are an argument for periodic “one shot” bursts of inflation rather 
than continuous inflation. Moreover, there are alternative means to achieving 
the same end, such as wage subsidies to low employment regions. Finally, as 
chapter two indicated, the requisite degree of regional money wage illusion is 
unlikely to be a feature of the Canadian economy. 

A third avenue of adjustment is interregional labor mobility. The postulated 
decline in labor demand must be matched by an increase in labor demand in 
some other region if aggregate demand is at a full employment level. If labor, 


2 That is, the economy’s so-called natural rate of unemployment would not be invariant with 
Tespect to the rate of price inflation. It is important to note here that national price inflation is not a 


ey instrument of regional governments but in theory could have important regional employment 
effects. 
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which at ruling money wages would be surplus in the declining region, could 
migrate to where demand has increased, there would be less need to reduce real 
wages in the pursuit of regional full employment. It is not necessary that only 
the unemployed move for if the employed were to migrate to fill an outside 
vacancy, their departure would open up job opportunities for the unemployed 
of the region. In general, labor mobility would be an efficient response to any 
external disturbance that, in the absence of mobility, would require a change 
in the real wage. 

The importance of mobility underlines one of the main conclusions of research 
into optimum currency areas. In a world of downwardly inflexible money wages 
and money illusion, the value of a flexible exchange rate between different 
regions is that it permits full employment to be achieved in all the regions. Since 
prompt labor mobility between regions is a substitute adjustment mechanism, 
fixed currency rates or a single currency should apply only to an area where 
this type of mobility occurs or can be induced. Where this is not possible, an argu- 
ment for separate regional currencies has more appeal.3 The advantage of a 
separate regional currency is not in control over a region’s money supply and 
interest rates (since these are exogenous variables in an integrated capital market) 
but rather in the ability to set appropriate exchange rates between regions to 
achieve regional full employment. 

The fourth avenue of adjustment is one that seems to find the greatest favor 
with governments. It involves attempts to preserve the economic viability of the 
region by finding and encouraging new activities to replace those for which 
external demand has declined. If a region’s productive capacities and relative 
factor supplies enable it to produce a wide variety of goods at competitive costs, 
the changes required in relative prices due to declining export demand for partic- 
ular goods need not be large. If a region can produce a diversity of exports and 
import substitutes, it can limit its real income losses when some portion of its 
external demand declines. However, this requirement is a stringent one in that 
comparative advantage in the production of specific commodities often has a 
strong geographic bias. Regions within Canada tend to be highly specialized in 
export production and the development of alternative production and income 
opportunities would probably entail a significant reduction in labor returns and 
income to be competitive with existing alternative sources of supply. 

It is from this perspective that the activities of DREE are best viewed. By 
offering temporary subsidies to firms locating in depressed regions, DREE is 
attempting to speed the process of adjustment through diversification by 
promoting the growth of infant industries in these areas. These “one shot” 
subsidies are intended to finance the initial set-up costs experienced by firms 
settling into a new production environment. As firms learn and their expe- 
rience accumulates DREE anticipates that any initial inefficiencies in production 
will disappear and with them the need for subsidization. Whether in fact the 


3 This principle was first enunciated by R. Mundell, “A Theory of Optimum Currency Areas ” 
American Economic Review, September 1961, pp. 657-65. 
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infants thus created will ever mature and be able to survive without a permanent 
subsidy is another and more difficult question. 


In conclusion without government intervention regional full employment is 
incompatible with the inability to adjust to declining export demand through 
outmigration, lower money wages or competitive diversification. To reconcile 
the full employment goal with a lack of adequate regional adjustment some sort 
of subsidy to the region is required. Since regional subsidies restore full employ- 
ment by accommodating regional disequilibrium and financing its continuation, 
the subsidy option is more likely to be a permanent rather than temporary feature 
of regional economic policy. Once accepted as the solution to regional adjust- 
ment, a subsidy is apt to continue indefinitely. Migration, competitive output 
diversification and lower money wages, on the other hand, remove regional 
disequilibrium by eliminating its source and provide for a real rather than a 
financial adjustment. Since some type of subsidy to depressed regions will likely 
occur in a federal system, the interesting issue for regional economic policy is 
the optimal kind or kinds of subsidy that should be chosen. This issue is con- 
sidered more fully in chapter six. 


SHORT-RUN REGIONAL ADJUSTMENT 


The movement of a region from one long-run equilibrium position to another 
would normally take considerable time and might never be reached due to the 
intervening influence of continuous economic change. Using existing data to 
describe longer-run adjustment is, therefore, extremely difficult. The alternative 
is to attempt to capture the shorter-run disequilibrium adjustments from We 
available data and to infer something from these results about the longer-run 
operation of regional labor markets. 


The analytical device frequently used to describe adjustment in the labor 
market is the Phillips curve which relates changes in wage rates to the level of 
unemployment in the labor force. At an aggregate level empirically derived 
Phillips curves are used to identify zones of feasible policy choice or the tradeoff 
between rates of wage (or price) inflation and levels of unemployment generated 
by the market behavior of the economy. The effectiveness of stabilization policies 
ranging from wage and price controls to manpower programs is often evaluated 
by their achievement of a more favorable tradeoff between these goals. 


In terms of regional labor market behavior, Phillips curves are considered to 
be short cut analytical tools with some usefulness for determining the scope of 
regional economic policies to improve the national Phillips curve performance. 
The notion that imbalances in regional labor markets could contribute to an 
undesirable national configuration of inflation and unemployment is not new. 
However, until the development of the Phillips curve construct there were few 
convenient ways of testing the importance of regional labor market imbalances. 
Figure 3 illustrates the influence of regional labor market behavior on the overall 
Phillips curve for the economy. Each of two regions, A and B, is assumed to 
have an identical non-linear Phillips curve of the form X-X, but the failure of 
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FiGurE 3 


Regional and National Phillips Curves 


aggregate demand to be spread evenly between the two regions produces a tight 
labor market in region A at point A and a slacker labor market in region B at 
point B. The position of the Phillips curve in one region is assumed to be un- 
affected by movements along the same curve in the other region. Since the na- 
tional Phillips curve is a weighted average of the regional ones, the coexistence 
of a tight and a slack labor market generates a point on the national Phillips 
curve somewhere on the dotted line between points A and B. If the regions were 
of equal size, point C equidistant between A and B would correspond to the 
observation on the national Phillips curve. 


The dispersion in regional unemployment rates means that the national 
Phillips curve lies above the underlying regional Phillips curve. This result 
provides some scope for regional economic policy to contribute to a better 
national Phillips curve performance. Over time labor migration from region B 
to region A, where relative wage levels are increasing and unemployment is 
less, could be expected to reduce the dispersion in regional unemployment rates 
and to shift the national Phillips curve from C to a point like D. Subsidies to 
migration might achieve this improvement more quickly. Alternatively, fiscal 
measures could be used to reduce labor demand in region A and to augment it in 
region B. The consequent reduction in regional unemployment differentials 
would also create an inward shift of the national Phillips curve from C to D. 
Regardless of whether these policies shift labor supply or labor demand, there 
is an opportunity to achieve an optimal distribution of regional unemployment 
promising the lowest amount of wage inflation for a given amount of total 
unemployment. 
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This explanation of the regional contribution to national inflation is called 
the non-linear aggregation hypothesis. The non-linearity of the underlying 
regional Phillips curves is an important but not a necessary part of the hypothesis. 
For linear Phillips curves the minimum requirement of the hypothesis would be 
that different regions have curves of unequal slope since the distribution of re- 
gional unemployment would have no influence on the rate of overall wage in- 
crease if all slopes were the same. In the non-linear case, however, there would 
be an optimal unemployment distribution even if all the regional Phillips curves 
were identical. In the linear case reducing relatively high regional unemployment 
rates and raising them elsewhere would be a feasible policy if high unemploy- 
ment regions were endowed with shallower sloped Phillips curves than those in 
the low unemployment regions. If this were the case, the aggregate rate of wage 
change would be less for a given amount of total unemployment. This might 
require a diminution in the dispersion of regional unemployment rates in con- 
trast with the previous instance where equal regional unemployment rates would 
yield the smallest overall wage increases. 

There are a number of possible approaches to the question of whether selective 
regional policies offer any hope for achieving a more satisfactory performance 
of the national Phillips curve. At the aggregate level a measure of the regional 
variance in unemployment rates can be inserted into the conventional Phillips 
curve specification to see whether it is significant in explaining aggregate wage 
changes. This method has been used by Archibald for the U.K.4 If W is the per- 
centage change in national wage levels, U the national unemployment rate, S2 
the variance of regional unemployment rates, and R a vector of other unspecified 
variables the Archibald specification is: 

W =a+ bi U-14 bo S24+b3R (3-A) 
where bj, b2 are expected to be positive. Both variables were positive and signifi- 
cant in the U.K. but recent examination of the matter raises doubts about the 
appropriateness of this specification. The problem is that the variance variable 
enters in an ad hoc fashion without a clear relationship to the underlying regional 
Phillips curves. This defect has been noticed and corrected by Stoney and 
Thomas.5 If a; is the fraction of the labor force in region i, © aj = 1, Wi is the © 
per cent wage change in region i whose unemployment rate is U; and the func- 
tion f(Ui) is the identical Phillips curve in all regions, the aggregate Phillips 
curve can be written as W = 2 aj Wi = D aj f(U;) ignoring any constant term. 
Stoney and Thomas take a Taylor’s series expansion of the regional Phillips 


curve around the national unemployment rate U: 
atl 2 


(Ui — U) 
f(Ui) = f{(U) + (Ui — U F(U) + re hs f’(U) 


omitting terms of higher order. Thus, 
Xx ai (Ui — U)2 
z ai f(Ui) = X ai f((U) + Z ai (Ui — UV) FU) + aa £7). 


If S? = 2 aj (Ui — U)? is the weighted variance of regional unemployment 

rates, W = f(U) + 4 S2f’(U). If the single Phillips curve is non-linear, 

4Cf. G. C. Archibald, “The Phillips Curve and the Distribution of Unemployment,” The 
American Economic Review, Papers and Proceedings, May 1969, pp. 124-34. 


5 R. Thomas and P. Stoney, “Unemployment Dispersion as a Determinant of Wage Inflation 
in the U.K., 1925-1966,” Manchester School, June 1971, pp. 83-115. 


38 REGIONAL DIMENSIONS OF INFLATION AND UNEMPLOYMENT 


f(U) = a+ b U1, then f’(U) = 2 b U-3 and the final equation appears as: 

° 1 S2 

Weatrej—+ ol (3-B) 
ii ARE, 

Thus the effect of regional unemployment rate dispersion is to shift the slope of 
the aggregate Phillips curve rather than the horizontal intercept as Archibald 
postulated.© Note that if the Phillips curve were linear, f’’ (U) = 0, and dis- 
persion effects would not influence the aggregate Phillips curve. 


The weakness in this approach is its restriction on the regional Phillips curves: 
that they be identical and non-interacting. Without these assumptions aggrega- 
tion from the regional up to the national level becomes difficult. Yet there is no 
compelling economic reason which would justify these particular assumptions. 
Their main advantage is convenience since it is econometrically intractable to 
measure the aggregate effect of different regional Phillips curves since the number 
of coefficients to be estimated would be multiplied many times over. 


The alternative is to fit a separate Phillips curve for each region and allow for 
regional labor market interdependence. Efforts in this direction are severely 
hampered by the lack of an accepted and tested theory of how such inter- 
dependence affects the behavior of regional Phillips curves. It is worthwhile to 
outline formally a general case and distinguish it from the preceding models. 
The simplest way of introducing regional labor market interdependence is to 
postulate that actual wage increases in region i depend on regional excess labor 
demand (unemployment) and expected wage increases which in turn are a 
function of actual wage changes in other regions.’ If there were n regional labor 
markets, the matrix presentation of this system of regional wage linkages could 
be represented in the long run, after expected wages adjusted and became equal 
to a linear function of all actual wage changes, as: 


Wi f(U;) C11 ¢ © eCin Wi 
e = ® + e e ° 
Wa g(Un) Cni © e eCnn Wa 


6 This point had been arrived at earlier by Vanderkamp, following a different route. Cf. John 
Vanderkamp, Structural Imbalances and Wage Adjustment, mimeo, 1970. Letting V = vacancies, 
U = unemployment, X = excess labor demand and W = percentage wage change, Vanderkamp 
postulates that the product of V and U is some constant K which reflects the degree of structural 
imbalance in the economy. Thus K = VU and if o? is the variance of excess labor demands in 
various markets, K = k,o?2 where ky is a constant. If X can be represented by X = V — U and wages 
adjust linearly to excess labor demand, W = ap + a, X and if the variance in excess demand is a 
function of variance in unemployment rates, o7 = no + n; 6%, substitution of these relationships 
into the wage equation gives W = ag + aykynoU-! + aykyn; (62 U-1) — aiU. Therefore structural 
imbalances would impart a steeper slope to the overall Phillips relation rather than a proportional 
outward shift of the curve. 

7 This discussion of regional interaction follows closely an unpublished paper by F. Brechling, 
‘“‘Wage Inflation and the Structure of Regional Unemployment,” University of Essex, Discussion 
Paper No. 40, February 1972. 
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where Ci; measures the impact of wage changes in region j on wage changes in 
region i and f(U;), g(Un) are the regional Phillips curves in regions 1 and n. 
The level of aggregate demand is assumed to be exogenous in this system of 
equations and to have a stable regional distribution that is reflected in the 
observed pattern of regional unemployment rates. A more general model would 
show how this pattern is achieved through interregional multiplier effects and 
would permit the distribution of regional wage changes to influence the inter- 
regional transmission of demand changes. The interaction matrix C is designed 
to describe the effect of influences on the supply, rather than on the demand, 
side of labor markets, a discussion of these effects being deferred to subsequent 
pages of this chapter. Solving this system of equations generates an equilibrium 
system of interregional wage changes: 


| Wi diy « © odin F(U;) 
in dni ee wOnn g(Un) 


where dij represents an element in the inverse regional intercation matrix (I-C)-1. 
The aggregate rate of wage change is given by the weighted average of this system 
of regional wage changes: 


e ° n n 
W=LaWi=ta Ldyf(U)+...+La X daj g(Un). 
J J 


This model generates quite different conclusions about the ability of regional 
policies to improve the aggregate Phillips tradeoff than the earlier diagrammatic 
model which assumed no regional interaction. This is best illustrated by looking 
at a two-region example where the object is to minimize the rate of national 
wage increase, given by W = (a1 diz + a2 doi) b(Uy) + (a1 dy2 + a2 doo) k(U) 
where h(U;), k(U2) are the respective regional Phillips curves, subject to the 
linear constraint that the overall unemployment rate is constant, a; U; + 
a2 Uz = U. The first-order conditions for this minimization problem require that, 
hi(U;) a (= diz + a2 =) 
k1(U2) = az_ \ai dir + a2 day 

If each region has a non-linear Phillips curve of the form o; + ; Uj!, this 
condition can be expressed as, 


U2 Bo ay (= diz + a2 =) 
U; Bi az \ar di + ardy/ 
Thus, for example, if the first region has labor markets which respond vigorously 
to increases in labor demand and if these responses spill over to the second region 
with an appreciable influence on its wages (d», is relatively large), anti-infla- 
tionary policy should be directed to keeping Uj greater than U>. That is, policy 
should strive to keep unemployment relatively high in those regions with the 
largest spill-over effects on wages in other regions. 

This conclusion is in marked contrast to those which emerge when dynamic 
interregional labor market interaction does not exist. In this situation the 
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corresponding problem is to minimize W = ayh(Uj) + a2 k(U>) subject to the 
same linear constraint as before. The solution to this problem requires, 


or that the region with the steepest Phillips curve (highest B; value) should have 
the highest relative unemployment rate. If the Phillips curves in each region were 
identical (that is, if 8B: = B2), then wage inflation would be least when U; = U2 
or when there was no dispersion in regional unemployment rates. Figure 3 
illustrates this situation. 


While this general model of regional interdependence has illustrative value, 
it does not allow empirical testing. In essence it asserts little more than the 
general equilibrium proposition that everything depends on everything else. 
Specific hypotheses are needed to give it some empirical content. Among the 
more interesting and plausible hypotheses are those which postulate one-way 
causation and link wage changes from “leading” regions to others but not the 
reverse. This type of wage linkage could arise from noncompetitive labor markets 
in the “following” regions where institutions such as labor unions or multi- 
regional companies are able to imitate successfully the pattern of wage increases 
occurring in the leading region(s). 


A two-region example illustrate the implications of such wage behavior for 
the specification of a national Phillips curve. Wage behavior in the leading 
region(s) j conforms to a traditional Phillips curve, Wj = f(Uj). In the other 
region i wage behavior is influenced partly by local labor market conditions 
and partly by wage changes in region j: Wi = g(U;) + h[Wj — g(Ui)] where 
h, 0 < h < 1, measures the ability of region i to copy wage changes in region j. 
Aggregate wage change W becomes ai Wi + a; Wj = aj f(U;) + ai [g(Ui) ate 
h(W; — g(U;))] and if h = 1, or there is complete wage extrapolation, W =a; 
f(U;) + ai f(U;) = f(U;).8 In this extreme situation national wage changes are 
wholly determined by the level of unemployment in the leading region and wage 
changes in the following region are entirely independent of its own level of 
unemployment. More generally, if each region has the same Phillips curve and 
wage transfer is incomplete, h < 1, aggregate wage change W becomes a; f(Uj) 
+ ai{f(Ui) + h[f(U;) — f(Us)]}. Since a; f(U;) + ai f(Ui) = £(U), this expres- 
sion is equal to f(U) + h[a; f(U;) + a; f(U;) — f(U)] or, 

W =f(U)+hif(Uj—f(U)) (3-C) 


As long as his greater than zero the amount of national wage inflation is higher, 
the lower the unemployment rate in the leading region relative to the national 
unemployment rate. 


Another mechanism could produce the same type of wage linkage without 
resorting to noncompetitive wage behavior. This could occur if the leading region 
experienced relatively high earnings, low unemployment or both, and was the 


8 Thomas and Stoney apply a leader-follower model of this kind to the experience of the U.K. 
R. Thomas, P. Stoney, ““Unemployment Dispersion as a Determinant of Wage Inflation in the U.K., 
1925-1966,” Manchester School, June 1971, pp. 83-115. 
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main target for migration from lower paying or higher unemployment regions. 
In such circumstances whenever wages increased in the leading regions, in 
response only to labor market conditions there, the wage aspirations of labor 
force members in the other regions would be raised and they would either migrate 
to the leading region or threaten to do so. If this labor supply response were 
general over all segments of the labor force, unemployed as well as employed, 
wages in the following region would move in sympathy with those of the leading 
region. Such behavior would elicit the observation that wages in the following 
regions were very slow to respond to an apparent excess labor supply in their 
labor markets. The transmission of interregional wage changes in this way would 
be almost impossible to distinguish from emulative wage behavior resulting in 
involuntary unemployment as labor in following regions priced itself out of full 
employment. 

Two very different mechanisms of regional interdependence may then give 
rise to the same Phillips curve in some regions. One type of behavior, wage 
emulation, results in involuntary unemployment while the other, wage aspira- 
tions, produces voluntary unemployment in the sense that labor force partici- 
pants in some regions are unwilling to accept jobs unless their rate of pay 
maintains a constant relative differential with similar jobs in other regions. 
Labor Force Survey measurements of regional unemployment do not specify 
why the unemployed are jobless and there is no easy way of finding out. This 
dilemma is in large measure the main stumbling block to an easy resolution of 
the regional problem of inflation and unemployment. Moreover, it has important 
implications for the feasible range of regional policies. For instance, it will not 
do simply to increase jobs in high unemployment regions if the voluntary 
unemployment view is correct; only by providing “‘good” (that is, high paying) 
jobs would such a policy have much chance of reducing regional unemployment. 

Clearly the Phillips curve device has limited power to discriminate among 
contending explanations of the differences in regional unemployment rates. 
The theory says merely that wages rise in response to excess labor demand, or 
W =a- bX where b indicates the responsiveness of wages to excess demand 
and its determinants are largely unknown. Moreover, some transformation is 
assumed to exist between excess labor demand and unemployment or X = g(U). 
The formulation of the Phillips curve is then W = a + b g(U), a specification 
which raises two identification problems. One is the impossibility of distinguish- 
ing between the wage reaction to excess demand and the transformation between 
excess demand and unemployment. The second is that the functional form of 
the appropriate transformation is unknown. Thus if unemployment is essentially 
voluntary or grounded in some structural maladjustment of the labor force, it 
is an inadequate measure of excess labor supply or demand. Furthermore, the - 
required transformation may not be stable either over time or among regions. 
Because the reasons for joblessness may differ among regions, the same labor 
demand pressures in each region could conceivably culminate in different re- 
gional unemployment rates. 
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There are still other deficiencies in the Phillips curve concept. The most serious 
problems concern the simultaneity of economic relationships. In some of the 
Phillips curves tested in this study the rate of price change, as measured by the 
Consumer Price Index, has been entered as an additional variable explaining 
wage changes. Since wages affect prices besides being affected by them, it is a 
mistake to look at only one of the equations in the wage-price nexus. Moreover, 
if the measured regression coefficient on wages is less than unity, the entire 
Phillips curve relationship is subject to the interpretation that when prices rise, 
the real wage falls to provide the basis for an increase in employment and a 
reduction in unemployment. But if this were true, the Phillips curve would also 
depend on another unspecified relationship—the economy’s production function 
and the demand for labor it implies. 

Complete justification for ignoring the influence of other behavioral equations 
on the Phillips curve is impossible. However, these omissions would be more 
serious if the price series used were for output prices and the output were 
produced by labor whose wage changes formed the dependent variable. This is 
obviously not the case for the Consumer Price Index which measures the cost 
of consumer purchases including the cost of assets, money and foreign goods 
as well as of domestically produced goods and services. It can be argued, there- 
fore, that the Consumer Price Index more properly belongs in the labor supply 
function (labor supply is influenced by real rather than nominal wage changes) 
than in the labor demand function. Thus the CPI variable is assumed to capture 
the impact on labor supply of wage and price level changes being experienced 
in all sectors of the economy.? 


A further reason for including the CPI is that it may be an adequate proxy 
variable for the influence of expectations on current wage settlements. The 
current change in the CPI may be used by both employers and employees as a 
semi-reliable forecast of future rates of inflation where no provision is explicitly 
made in wage agreements for cost-of-living escalation. 


Perhaps a more serious problem of simultaneity prevails when attempts are 
made to fit Phillips curves at the regional level. In the Phillips curve specification 
it is assumed that the level of excess labor demand (unemployment) determines 
the rate of wage change. However, when regions are engaged in the competitive 
production of a common output the reverse sequence could occur. In the pre- 
vious model if wage changes in leading regions were transferred to following 
regions via noncompetitive emulation, the wage changes in the latter could 
provide the most important explanation for the level of unemployment observed 
in these areas. A positively sloped Phillips curve might even be measured for 
regions where this kind of wage behavior is prominent. 

This discussion emphasizes the rather weak conceptual foundations of the 
Phillips curve in terms of its relationship to labor market behavior. One of the 
few attempts to explain the shape of the Phillips curve by invoking structural 


9 If all wage contracts had cost-of-living escalators it would make sense to use real wage changes 
as the dependent variable. 
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labor market characteristics has been that of Holt and his co-workers.10 Their 
approach is unique in its emphasis on the turnover properties of the labor force 
involving the large flow of people into and out of the state of unemployment. 
The labor market is in perpetual flux as some participants are always losing 
their jobs through voluntary quitting or involuntary layoffs while others are 
moving from unemployment or from being outside the labor force to employ- 
ment as a result of hires. Of course some hires involve only a direct transition 
from one employment to another. 

The main elements of this labor market model can be briefly sketched. The 
turnover flow F from employment into unemployment arising from quits, 
layoffs and other separations during a given time period can be written as 
F = f{(V/U)‘N. V and U are stocks of vacancies and unemployment respectively; 
r is the measure of the responsiveness of turnover to tightness in the labor market 
as measured by the ratio V/U; and f is the probability per period of losing one’s 
job. The parameter r has been observed to be quite small because changes in 
quits and layoffs tend to counterbalance each other over the course of a business 
cycle. Employment N is a multiplicative factor reflecting the size of the labor 
market in influencing the amount of turnover. 

The flow of new hires H depends on the number of potential job matches as 
measured by the product UV and as modified by elasticity coefficients u and v 
attached to U and V which reflect diminishing returns to each variable. New 
hires also depend on the efficiency of job placement h. Thus the size of the new 
hire flow can be expressed as H = h U" VV. 

When the size of the economy is expanding and employment is growing con- 
tinuously at a trend rate equal to g, the difference between the new hires and 
separations flows is equal to the change in the amount of employment. Therefore 
H = F + gN and, given g, inflows to and outflows from the employment tend 
towards a stochastic equilibrium where they are equal. If new hires should exceed 
turnover, the change in employment exceeds g and unemployment would fall 
relative to vacancies; turnover would increase slightly while new hires would 
decline slightly until stochastic equality between the flows was restored. The 
reverse would occur if turnover momentarily exceeded new hires. Because the 
flows through the various stocks are sufficiently large relative to changes in the 
stock, deviations from this equilibrium condition are never large in practice. 

Substituting U and V into the preceding relationship and expressing these 
variables as ratios to employment yields an equilibrium relationship between 
V and U which is independent of the level of aggregate demand: 


f g/U\ U\t 
Uutr vera | 42 (S) [nee Ifu-+v=1 and (—) a 
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are used as approximations, this expression simplifies to U¥+? Vw = ee : 


Aggregate demand changes operate along this equilibrium locus to change the 


10C. C. Holt, C. D. MacRae, S. O. Schweitzer, R. R. Smith, The Unemployment-Inflation 
Dilemma; AManpower Solution, The Urban Institute, Washington D.C., 1971. 
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ratio of V to U. When labor markets tighten and V/U increases, employers 
experience greater difficulty in recruiting employees and make more attractive 
wage offers which are accepted by job searchers. When enough employers 
respond in this manner, the result is general wage inflation. Conversely, when 
aggregate demand slackens and unemployment rises relative to vacancies, 
employers have little trouble in recruiting or retraining their labor force and 
job searchers will likely accept lower wage offers when their average duration 
of job search is lengthened. 


This labor market behavior can be expressed as 


Wi V \o 
oe eA 
Wi-1 Ust 


where the ratio of wage levels between two successive time periods is a function 
of autonomous factors (A) such as unions and expectations, and the reaction 


iV 
of wage levels to the degree of labor market tightness (=) is captured in the 


parameter @. Eliminating V, the vacancy-unemployment relationship combined 
with the wage response equation yield a logarithmic Phillips curve specification: 


We — We-1 Wi — We-1 @ f+g u+v 
——————. ~ In| 1 + —————_ ] = InA+ In| —— }—@ In U:¢. 
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The advantage of this specification is its direct relationship to the behavioral 
characteristics of the labor market. Inward shifts of the Phillips curve which 
reduce the rate of wage inflation associated with a given level of unemployment 
must involve some combination of policies which lessen the responsiveness of 
wages to tight labor markets (@), improve the efficiency with which jobs and 
workers are matched (h), diminish the instability in job-holding (f and r) or 
reduce the autonomous elements of wage push (A). Regional Phillips curves 
shed some light on the relative efficiency of regional labor markets when dif- 
ferences in the measured slope and intercept coefficients are compared. If a 
region experienced particular difficulty in matching its labor force to the available 
jobs it would, ceteris paribus, have relatively high slope and intercept values for 
its Phillips curve. 

This last proposition is most easily illustrated by reference to the diagram 
below. The axes designated by V and U represent, respectively, unfilled vacancies 
and unemployed workers, respectively, in a given region. Different curves in the 
V-U space refer to regions A and B. If the labor force in each region were 
homogeneous and labor mobility instantaneous, the vacancy—-unemployment 
curve would degenerate to become the axes since both unemployment and un- 
filled jobs could not exist simultaneously. If a region is afflicted with a structural 
labor market problem, unfilled vacancies co-exist with jobless workers, after 
allowing for normal labor turnover, due to the failure of relative wages and 
labor mobility to adjust and clear all of the separate labor markets within the 
region. A region with more structural difficulties than another will therefore 
have its vacancy—unemployment relationship displaced farther from the origin. 
Another dimension of structural mis-matching is that regions with the most 


AVENUES OF REGIONAL ECONOMIC ADJUSTMENT 45 


FIGURE 4 


Uby Ua, Ubp Uag U ub, ua4 ubp uag 


inefficient labor markets will experience the smallest reduction in unemploy- 
ment per given change in the level of vacancies, so that the slope of the unfilled 
vacancy-unemployment curve will be steeper. Thus, in Figure 4, region A has a 
less efficient labor market than region B which displays a lower intercept and 
slope value on its vacancy-unemployment curve than A. 


If wage changes in each region respond equally to a given degree of labor 
market tightness, measured by V/U, the vacancy-unemployment relationships 
can be mapped into corresponding Phillips curves as shown in the second panel 
of Figure 4. It is now possible to examine the Phillips curve implications of 
contending explanations of why wages might rise at the same rate in both regions 
despite significant differences in their regional unemployment rates. 


Hypothesis I: wages rise at the same rate in both areas due to the diffusion 
of aggregate demand across regional boundaries. But region A’s labor markets 
are less efficient than B’s in translating this demand increase into lower unem- 
ployment rates. The result is a Phillips curve with a larger intercept and slope 
in region A than in B. 


Hypothesis IT: wages rise at the same rate in both areas which are equally 
efficient in matching jobs and workers. However, imperfect labor market com- 
petition in region A ties wage changes there to those in region B and results in 
a less than full employment level of labor demand in A. In Figure 4, demand 
pressure of (V/U); generates in region B a wage change of W, which is institu- 
tionally transmitted to region A where it causes a reduced degree of demand 
pressure (V/U)p there. The Phillips curve is the same as before in region B but 
it becomes horizontal (the dotted line segment B-A) in region A. Unemploy- 
ment could be reduced to Ub, in region A without provoking a higher rate of 
wage change. 
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Hypothesis IIT: wages rise at the same rate in both areas as a result of the 
combined operation of elements in the first two hypotheses. According to this 
joint hypothesis, higher unemployment rates in some regions are attributable 
to a mixture of relative labor market inefficiency and demand deficiency. The 
important issue for policy is to determine the relative proportions of each type 
of labor market problem. In Figure 4 the difference in regional unemployment 
rates under this hypothesis, Ub; — Uap, can be partitioned into a fraction due to 


Ua; — Uap 
demand deficiency, ae , and a fraction due to differences in labor 
1 — Vag 
; Ub; — Vay : ; 
market efficiency, —————— . In this general, and perhaps most realistic case, 
Ub; — Ua, 


the Phillips curve for the high unemployment region A would be horizontal 
(the dotted line A-A’) between the range of unemployment rates Ua; — Uay. 
At a lower unemployment rate than Ua,, wage increases in region A would be 
larger than in region B as the degree of labor market tightness became more 
intense in A than in B. If this were to happen, the wage linkage between the two 
regions would be broken and the Phillips curve would be steeper in the high 
unemployment region. 

These expectations about how different labor market problems affect the 
adjustment of wage changes to unemployment are used to interpret the Phillips 
curve results presented in chapter four. Before turning to these results, however, 
it is worthwhile to examine an alternative specification of dispersion effects in 
the Phillips curve that has been used by Holt and his group. As before, the 
Phillips curve for the i’th region can be expressed as, 

( Wi — —*) 
In { 1 + —————_} =A InWi = 11 — bi In (Ui) 
Wi-1 i 
where U; is the amount of regional unemployment over the amount of regional 
employment. If wage responsiveness is the same in all regions, bi = b for all i. 
The national rate of wage inflation is the weighted sum of the regional rates, 
Ain W = © a In Wi or Aln W = C — b 2 a In Ui where C = Darr and 
employment weights Ni/N are used as approximations to the wage weights 
Wi/W. Adding and subtracting the term b In U, where U = 2 a; Ui, to this last 
equation gives, 


AlnW = c-binu+b| Zain u/uy|=c-d] nv —_ Dw |, (3-D) 


where D(U) = 2 ai In(U/U;) is the non-linear dispersion variable measuring 
the effect of regional labor market imbalances on the national rate of wage 
inflation. D(U) is equal to zero if all regions have the same unemployment rate. 
This specification differs from Archibald’s in that a proportional change in all 
unemployment rates would leave D(U) unchanged but not the variance of 
unemployment. It resembles Stoney and Thomas’ specification in that D(U) 
and U a priori have the same coefficient. However, if the restriction of the same 
Phillips curve in all regions is relaxed, the value of b in equation (3-C) becomes 
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a weighted average of the slopes of the different regional Phillips curves. Its 
expected sign becomes indeterminate since a given distribution of regional 
unemployment could either raise or lower the national rate of wage inflation 
depending on the slope characteristics of the regional Phillips curves. 
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chapter four 


REGIONAL PHILLIPS CURVES AND LABOR MARKET 
INSTITUTIONS 


INTRODUCTION 


This chapter considers two major issues of regional labor market adjustment. 
First, does the regional distribution of unemployment have a measurable effect 
on the overall relationship between wage changes and unemployment? Second, 
what role does imperfect competition in regional labor markets play in the 
persistent variance in regional unemployment rates? 


The first section empirically examines the Phillips curve specifications that 
permit regional labor market imbalances to act as an independent source of 
wage inflation. These specifications were described in chapter three. The purpose 
of this exercise is to determine whether any scope exists for anti-inflationary 
policies which would alter the dispersion of regional unemployment rates. Two 
approaches have been used. One involves the incorporation of summary meas- 
ures of regional imbalance into the estimation of the national Phillips curve. 
The other attempts to estimate a separate Phillips curve for each region. 

The second section concentrates on one of the two hypotheses capable of 
explaining the similarity of interregional wage changes and the dissimilarity 
in regional unemployment rates. Here the conjecture is that an inflexible inter- 
regional wage structure impedes the regional transmission of aggregate demand 
impulses, so that some areas consistently price themselves away from full 
employment more than others. The possibility that wage changes in Ontario 
determine national wage changes is considered first. The historical behavior 
of the interindustry wage structure across regions is also checked for its con- 
sistency with this hypothesis. Finally, the institutional channel of collective 
bargaining is briefly explored for direct interregional wage linkages. The section 
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concludes with some speculative comment on how direct institutional wage 
linkage might spill over and influence other sectors in a region where no direct 
wage connection is observed. Chapter five will deal with the alternative hypo- 
thesis that regional differences in labor market efficiency in matching jobs and 
workers account for most of the variation in regional unemployment rates. 


TABLE X 


Regional Unemployment Dispersion and the 
National Phillips Curve, 1953-70 


a 


Regression K Unar S2 P/P R2 D.W. 
eee eee 
(3—A) 6.190 0.42 —0.794 0.18 0.47 
(2.26) (0.49) ( —1.55) 
p =0.9 8.56 —0.28 —0.40 0.23 1.02 
(3.24) (-—0.70) (—1.32) 
201 0.261 —0.43 1.33 0.84 1572 


(1.76) (0.624) (—1.69) (6.80) 
ee a ee 


S2 S2 2 
K 1/Unar — (: {U= —) P/P R2 D.W. 
U3 U3 
a re ee 
(3—B) 0.097 9.22 1.4 0.805 1.35 
(0.081) (1.57) (6.84) 
3.98 9.04 1.47 0.81 1.34 
(0.087) (1.63) (6.70) 
—0.0202 16.44 —35.43 1.38 0.817 1.50 
(—0.016) (1.66) (—0.91) (6.59) 


a eee 
S2 S2 i 4 
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2U2 2U2 
a es ees ore Gtr cee elaine hey ee 
(3—B)! 5.83 =4 194 1:48 9, =4547 “GO7iee aie 
(2.17) (—1.59) (6.58) (—0.74) 
4.82 -1.78 1.41 O78 1235 
(2.39) (—1.56) (6.91) 
7.45 aie 0-99 eee 215057 154194 —2:655y O77 aie 
(6.03) (—1.82) (—0.95) (6.03) (—0.42) 
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K InUnar D(U) mU-1_ P/P R2 D.W. 
ee ea a Sr eid 
(3—D) 12.8 aeyyh op bafi 0.05 0.37 
(2.39) (—1.704) (—0.572) 
p = 0.99 il — 33,5 7.60 0.58 1.14 
(1-37) (1.82) (0, 361) 
12.5 7G SK 3.4 0.11 0.30 
(2.40) (—2.08) (—0.023) (1.40) 
14.6 = 5.8 6.2 319 0.63 1.07 
(2.00) (—3.35) (0.344) (2.82) 
7:69 "98158 ss 1.35 0.80 1.52 
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staf MCE meres 0.03 1.35 0.79 1.53 


(2.91) (—1.90) (—1.43) (0.024) (6.50) 
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TABLE X (Continued) 


S2 a _ 
ern Oke its pp Rt 1 W. 


Us (Use 
CTE IO rae = 2.68 1.45 0.814 1.37 
(0.743) (1.72) (—0.75) (6.65) 
1 OSMPT 15872 1-01 — 28:33 S14 0818 1248 
(0.17) (1.44) (—0.21) (—0.54) (5.73) 
3.98 9.04 =H) 1 Ava. Sip 134 
(0.87) (1.63) (—0.83) (6.70) 


Notes: (1) S2 is the variance in regional unemployment rates defined as S2 = Xa i (Ui — U)2 
where @ i is the fraction of the total labor force in region i. 


(2) The dependent variable is the annual percentage change in average hourly earnings in all 
cases. 


(3) P/ P is the annual percentage change in the Consumer Price Index. 


(4) U or Unar refers to the national unemployment rate; Uonr to the unemployment rate in 
Ontario. K is the constant term in the regression. 


(5) The numbers such as (3-A), (3-B), etc. refer to the specification that is similarly numbered and 
described in chapter three. 


(6) (3-B)! is a variant of (3-B). (3-B) assumes that the functional form of the Phillips curve is f{(U) = 
a+ b U'! while (3-B) assumes it to have the form f(U) = a + bIn U. The term A is equal to 


S2 
In Unat — In Uonr — iF and is designed to pick up the particular influence of labor market con- 


ditions in Ontario on national wage scales. Its counterpart in equation (3-C) is the term 1/Uonr — 
1Unar. For a fuller account see the article by Thomas and Stoney (ref. Bibliography). 


(7) p is the Hildreth — Lu parameter and the Hildreth — Lu technique for handling auto- 
correlation has been used in the regressions indicated. 


(8) t — values are in brackets beneath the regression ccefficients. R2 is the adjusted R2 and 
D.W. is the Durban-Watson statistic. ; 


REGIONAL IMBALANCES AND REGIONAL PHILLIPS CURVES 


Using annual data from 1953-70, Table X summarizes the results for the 
regression models which include the effects of regional dispersion in unemploy- 
ment rates in the conventional Phillips curve formulation. There is clearly 
little support for the non-linear aggregation hypothesis. In Archibald’s specifi- 
cation (equation (3-A), page 38), the variance variable emerges as marginally 
significant but with a negative sign. It also tends to dominate the unemployment 
rate variable which appears with a statistically insignificant positive sign. The 
equation implies that increased dispersion of regional unemployment rates 
would reduce the aggregate rate of wage change, an implication which is diametri- 
cally opposed to the non-linear aggregation hypothesis. This odd result may be 
rationalized if the variance variable is acting as a proxy for the extent of aggre- 
gate demand measures. As mentioned earlier, there is a strong positive correla- 
tion between the aggregate unemployment rate and the dispersion of regional 
unemployment rates. When aggregate demand is strong and exerts upward 
pressure on the rate of wage change, it is associated with a lower value for the 
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variance variable. This inverse relationship seems to be more systematic than 
that between the rate of wage change and the level of unemployment. 

No better results are obtained by using the specifications suggested by either 
Thomas and Stoney or by Holt (equations (3-B) and (3-C) pp 39 and 41). In 
both instances the variable measuring the severity of regional labor market 
imbalances has an insignificantly negative coefficient. On the basis of aggregate 
Phillips curve evidence no noticeable influence of regional labor market im- 
balances on the national rate of wage increase can be detected. These results 
do not hint at the existence of an optimum distribution of regional unemploy- 
ment that would minimize wage inflation.1 

Before any faith can be placed in this conclusion it is important to consider 
the behavior which could be responsible for it. One possibility is that the linear 
Phillips curves in each region have similar slopes so that the distribution of 
regional unemployment is irrelevant to overall wage change. Another possibility 
is that evidence at an aggregate level may be obscured by aggregation bias 
which produces a misspecification of the regression equation. A crucial assump- 
tion in deriving these equations is that the slope of the Phillips curve in each 
region is identical. If this assumption is incorrect, so are most of the inferences 
about the effects of regional dispersion in an aggregate Phillips curve setting. 
In both cases there is a definite need to disaggregate and to look at the behavior 
of the Phillips curve at a regional level. 


As discussed in chapter three and briefly reiterated here, Phillips curves 
fitted to regional labor markets fail to satisfy the most elementary requirements 
of regression analysis. There is an intractable simultaneity problem which can 
be satisfactorily handled only by the development of more complete regional 
models. Unemployment is not exogenous at a regional level because of the 
two-way cause and effect relationship between wages and unemployment and 
because interregional migration, and hence regional unemployment, respond 
to wage differentials. The same problem of exogenous variables continues to 
hold when additional variables, specifically consumer price changes and wage 
changes occurring in other regions, are introduced as determinants of regional 
wage changes. In view of these limitations, the regional Phillips curves presented 
here should be regarded as attempts to describe the dynamics of regional labor 
market adjustment rather than as structural or reduced form models of these 
markets. 

For any region, the dependent variable in the regression analysis is the 
weighted average of average hourly earnings in mining, manufacturing and 
construction. Data restrictions limit the analysis to these three sectors. A wider 
range of activities could have been analyzed if average weekly wages had been 
used instead. This wage concept was rejected, however, because of its greater 
vulnerability to variation in the utilization of the work force. It would therefore 
measure less reliably the adjustment of actual wage rates to changes in demand 


1 Perhaps the most important imbalances are intraregional instead of interregional. The absence 
of unemployment rates at any intraregional level prevents the extension of these models in this 
direction. 
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than would average hourly earnings. On the other hand, while they are insensi- 
tive to changes in hours worked, weighted average hourly earnings do respond 
to shifts in industrial composition in a way that may be systematically related 
to the level of unemployment. If there is a transfer of labor from lower to higher 
paying activities during times of buoyant demand, the Phillips curve will reflect 
shifts in the composition of demand and output as well as any tendency for wage 
rates to rise at low levels of unemployment. In order to compare the process of 
wage adjustment in different regions, the relative influence of these two factors 
on average hourly earnings is assumed to be identical in all regions. 

Since regional rather than industrial wage behavior is the main concern of 
this study, the separate wage responses of mining, manufacturing and construc- 
tion to changes in regional unemployment rates are not examined. Regression 
coefficients for the regional Phillips curves should be interpreted as a weighted 
average of the sectoral coefficients that would result from this type of Phillips 
curve disaggregation. This raises another question in comparing interregional 
Phillips curves. If the Phillips curves for different regions are dissimilar, is this 
attributable solely to variation in industry Phillips curves and a variable com- 
position of industry by region? If the answer were affirmative, the region would 
be an artificial unit of analysis and an inappropriate vehicle for studying wage 
adjustment. In all likelihood the answer is negative for, as Table XI indicates, 
wages in all three sectors have generally displayed similar rates of change in all 
regions. This evidence, together with an absence of marked divergences in 
regional industrial structure, makes it improbable that different industry weights 
could adequately account for regional Phillips curve diversity.2 

Annual data are used to reflect the annual contract basis on which most 
wages are adjusted. The results of running quarterly regressions with the de- 
pendent variable equal to the overlapping four-quarter percentage change in 
wages and with one quarter of the annual wage adjustment assumed to occur 
every three months, were inferior to those using annual data and are not re- 
ported. Regressions were estimated originally over the period 1953-68 and 
subsequently over the longer period 1953-70 as new data became available. 
Those estimated over the longer period gave worse fits than those over the 
shorter interval; scatter diagrams revealed that the Phillips curve in all regions 
shifted outward during the years 1968-70. One explanation for this shift may 
be that it represents the impact of inflationary expectations on wage settlements. 
To account for this structural shift and to bridge the two time periods, a dummy 
variable D taking the value of unity for the years 1968-70 or, alternatively, from 
1969-70 was used in all the equations. It is a crude way of allowing for the 
force of anticipatory wage responses which cannot be measured more directly. 
Attributing the shift in the Phillips curve to expectations, however, does not 
exclude the possibility of other factors at work. 


2 If regions A and B are compared for differences in their Phillips curves, a method of testing 
this hypothesis is to apply A’s industrial sector weights to B’s sectoral wage changes and compare the 
resulting Phillips curve for B with the outcome when the same wage variables are weighted accord- 
ing to B’s industrial mix. This approach was not used in this study and merits further investigation. 
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The following Phillips curves specifications were tried in all provinces except 
Prince Edward Island: 
(1) W; = f(U, D) where D refers to one of two alternative dummy variables 
and U denotes the unemployment rate in either the i’th region, the national 
unemployment rate Uyar, or the unemployment rate in Ontario Uonr. 
(2) Wi = f(Ui, D, P;) where P; is the percentage rate of change of the Con- 
sumer Price Index (CPI) for the major city of the i’th region. 


TABLE XI 


Regional Phillips Curves, 1953-70 


K Des-70 Deo-70 Ui Unat  Uonr Pi Wont R2 D.W. 
Newfoundland 
I 5.25 6.21* —0.12 0.20 2.19 
(1.73) (2.24) (—0.57) 
II 5.71 7.63* —0.15 0.23 2.51 
(1.96) (2.39) (—0.68) 
Til 5.30 6.24* —0.12 —0.02 0.14 yeh, 
(1.25) (1.80) (—0.54) (—0.02) 
IV 3.32 7.18* —0.11 0.99 0.22 2258 
(0.83) (2.20) (—0.47) (0.89) 
Vv 4.67 6.53* —0.20 0.19 2205 
(0.99) (2.38) (—0.22) 
VI 4.81 6.48* —0.30 0.19 223 
(1312) 3 (2336) (—0.28) 
VII -—6.21 —1.54 0.16 1.85* 0.52 2.86 
(—1.43) (—0.47) (0.82) (3.16) 
Nova Scotia 
I 5.61 6.33* —0.28 0.57 2.29 
(2.13) (4.46) (—0.72) 
II 6.46 7.12* —0.37 0.53 1.88 
(2.36) (4.05) (—0.91) 
Ill 4.16 1.35* —0.38 £235* 0.68 2.63 
(1216) (2737) (—1.14) (2.37) 
IV 4.21 3.31* —0.40 1.42* 0.71 2.60 
(1.86) (1.86) (—1.26) (3.11) 
V 6.18 6.61* —0.48 0.59 2.28 
(2.68) (4.92) (—1.09) 
VI 6.15 6.49* —0.63 0.60 2.29 
(2.95) (4.87) (—1.20) 
VII —1.85 2.46 0.24 0.95* 0.75 2.84 
(—0.60) (1.51) (0.70) (3.23) 
New Brunswick 
I 8.31 3.40* —0.47 0.40 2.48 
(3.01) (2.53) (—1.61) 
II 8.73 5.39* —0.52 0.65 2.00 
(4.35) (4.60) (—2.41) 
Ill 6.49 1.87 —0.42 0.83 0.42 2.48 
(2.21) (1.05) (—1.45) (1.27) 
IV 7.18 4.52* —0.45* 0.53 0.66 2.34 
(3.06) (3.32) (—2.07) (1.22) 
V 6.33 4.07* —0.46 0.34 2.39 
(2275), (3.03) (—1.06) 
VI 6.05 3.96* —0.55 0.34 2.37 
(2.88) (2.94) (—1.03) 
VII 3.74 1.50 —0.20 0.49 0.43 2.70 
(0.86) (0.77) (—0.58) (1.32) 
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TABLE XI (Continued ) 


K Dés-70 
Quebec 
I 9.38 2.84* 
(5.38) (3.12) 
II 9.78 
(5.37) 
Ill 6.47 teri 
(3.83) (2.20) 
IV 6.45 
(4.13) 
Vv 8.19 2.65* 
(4.87) (2.70) 
VI 7.80 2.48* 
(5.07) (2.52) 
VII 3.40 —0.42 
(1.45) (—0.33) 
Ontario 
I 7.76 4.44 
(5.53) (4.94) 
II 8.21 
(5.19) 
Ill 5.60 SPRY he 
(3.12) (3.68) 
IV 4.99 
(2.77) 
Vv 8.02 4.61* 
(5.14) (5.08) 
VI — — 
VII — — 
Manitoba 
I 7.74 5.06* 
(2.43) (2.92) 
II 8.69 
(2.28) 
Ill Dene 1.68 
(0.57) (0.75) 
IV 0.75 
(0.20) 
V 6.37 5.15* 
(2.07) (2.88) 
VI 5.37 5.07* 
(1.89) (2.79) 
VII 1.92 1.93 
(0.36) (0.69) 
Saskatchewan 
I 11.10 5.17* 
(5.13) (3.09) 
II 11.15 
(3.98) 
lil 5.36 1.49 
(2.15) (0.66) 
IV 3.26 
(1.08) 
Vv 10.36 3.30* 
(32 7)0e (1509) 
VI 9.06 3.07 
(3.04) (1.61) 
VII 6.29 Wks 
(2.05) (0.46) 
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—0.71 
(—0.33) (—0.09) 


—0.94 
(—0.42) (—0.90) 


De69-70 Ui Unat Uonr 


—0.71* 
(—2.84) 
3.17* —0.75* 
(2.80) (—2.86) 
= 0151 
(2-413 
2.29* —0.52 
(073) (216) 
7 —0.71* 
(—2.23) 
—0.85* 
(—2.20) 
—0.25 
(—1.05) 


—0.93* 
(—2.61) 
4.79* —0.98* 
(3.97) (—2.45) 
—0.63 
(—1.68) 
3.80* —0.65 
(3.53) (—1.45) 


—1.05 
(—1.26) 
a OTmee 1216 
(1.25) (—1.16) 
—0.29 
(—0.35) 
—0.07 


—0.49 
(—0.85) 
—0.40 
(—0.56) 
ey) 
(—0.27) 


—2.50* 

(323) 
342 933% 
(1.32) (—2.29) 
= 134 
(e152) 
—0.78 


—1.14* 
(—1.91) 
—1.20 
(—1.59) 
—1.90* 
(—2.50) 


0.88* 
(3.03) 
0.97* 
(3.81) 


0.56* 
(1.76) 
0.78* 
(2.63) 


1.59* 
(2.11) 
2.10* 
(3.38) 


1.75* 
(2.15) 
2.25* 
(3.56) 


e 
Wont 


0.68* 
(3.15) 


0.69 


(1.37) 


0.75* 
(2.03) 
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TABLE XI (Continued) 


K Des-70 De9-70 Ui Unart Uonr Pi Wont R2 D.W. 


Alberta 

I 6.32 6.33* —0.69 0.35 1.61 
(2.29) (3.17) (—0.85) 

II ats 7.99* —0.89 0.41 1.72 
(2.73) (3.52) (—1.14) 

Ill 3.51 4.22 —0.22 1.67* 0.37 1.90 
(0.97) (1.59) (—0.25) (3.11) 

IV 3.04 5.97* —0.24 0.98* 0.48 oa Ni | 
(1.09) (2.49) (—0.30) (1.74) 

V 7.37 6.29* —0.64 0.37 1.61 
(2.20) (3.22) (—1.01) 

VI 1e32 6.13* —0.85 0.38 1.62 
(2.42) (3.16) (—1.11) 

VII —2.55 0.82 0.51 1.18* 0.50 2.40 

(—0.57) (0.28) (0.60) (2.28) 
British Columbia 

I 8.37 2.45 —0.64* 0.18 1.09 
(3.92) (1.61) (— 1.82) 

I 8.46 3.73* —0.65* 0.28 .68 
(4.24) (2.21) (—1.99) 

Il 4.84 —0.91 —0.47 1.67* 0.49 1.39 
(2.39) (—0.57) (— 1.68) (3.11) 

IV 6.68 0.99 —0.79 1.59 0.13 2.48 
(1.45) (0.26) (—1.21) (1.47) 

V 13.01 2.20 —1.61 0.09 2322 
(2.64) (0.77) (—1.73) 

VI 12.80 1.81 —2.11* 0.12 2.29 
(2.90) (0.64) (—1.89) 

VII —1.33 —5.58 —0.19 Etlibe Aap ee 3.11 

(—0.22) (—1.33) (—0.29) (2.42) 


ee ee eee 


Notes: (1) K denotes the constant term in the regression; D stands for a dummy variable; 
Ui is the unemployment rate in the province listed; Unar and Uonr are the national and Ontario 


unemployment rates respectively. P; is the annual percentage change in the CPI for each province’s 
largest city and Wont is the contemporaneous per cent rate of wage change in Ontario. 


(2) R2 is the adjusted R2; D.W. is the Durban—Watson statistic; t-values are in brackets beneath 
the regression coefficients. 


(3) An asterisk is used to indicate significance of a variable at the five per cent level. 


3) Wi= f{(Ui, D, Won) where Wonr is the percentage wage change in 
Ontario. Since Ontario has the largest labor market of any region and, as the 
industrial heartland, often pays the highest wages in a given sector, its rate 
of wage change is entered as a separate determinant of wage changes elsewhere. 
The significance of this variable and its dominance over the region’s own un- 
employment rate would be consistent with the presence of strong institutional 
power in the labor market. This interpretation would be less convincing if the 
region’s unemployment rate were an inaccurate gauge of excess labor supply 
within the region. The importance of market power, however, would be more 
credible if, given the dominance of Wonr over Ui, Ontario’s unemployment 
Tate were to perform better than that of region i in explaining the latter’s wage 
change. 
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The total of seven regressions for each of nine provinces is presented in 
Table XI. The first two regressions for each province in this table indicate that 
a province’s own unemployment rate is a significant determinant of its rate 
of wage change for New Brunswick (though only for the 1969-70 dummy 
variable), Quebec, Ontario, Saskatchewan and British Columbia. Own unem- 
ployment rates were insignificant for Newfoundland, Nova Scotia, Manitoba, 
and Alberta. As summarized by their unemployment rates, labor market 
conditions in these provinces do not have a measurable influence on their rate 
of wage gain. 

Do conditions in external labor markets (i.e., outside the province) have 
more impact on provincial wage determination than the state of the province’s 
own labor market? Apparently not, since replacing U; either by Unar or Uon?e 
results in less ability to explain variation in the rate of wage change for almost 
all provinces. Nova Scotia and Alberta are the exceptions to this pattern and 
even in their cases the improvement in R2 values is marginal and statistically 
insignificant. Wage changes in a province are closely related to internal labor 
market conditions and cannot be better explained by reverence to conditions 
in labor markets elsewhere. 

As a rule the dummy variables are statistically significant, with neither 
being obviously superior. Thus, the dummy for 1969-70 is insignificant only 
in Manitoba and Saskatchewan while that for 1968-70 is significant in all 
provinces except British Columbia. The 1968-70 dummy does better than its 
competitor in Saskatchewan, Manitoba, Ontario, Quebec and Nova Scotia: 
that is, in five out of nine provinces. In view of such provincial diversity, it is 
impossible to find a date (1968 or 1969) when expectations or other shift factors 
become an important source of wage change. 

Price changes also seem important in explaining wage changes. The price 
variable is significant in all provinces except Newfoundland and New Brunswick, 
which suggests that labor supply may be governed much more by real than 
nominal wage changes. Generally, the introduction of prices into the regression 
equation also has the effect of reducing the size and significance of the un- 
employment rate coefficient. The responsiveness of nominal wage changes to 
the unemployment rate appears to be overstated when no allowance is made 
for concurrent changes in the cost of living. The size and significance of the 
dummy variable is also generally reduced by admitting the price variable, so 
that current price changes and the dummy variable may each be partially 
capturing the influence of expectational shifts on wage behavior. 

The size of the price variable coefficient or, more precisely, its closeness to 
the value of unity, has both theoretical and policy interest. A long-run Phillips 
curve can be demonstrated to exist only if price increases are not fully reflected 


3 Although these results are omitted for the sake of brevity, substitution of the reciprocal of 
each province’s unemployment rate for Ui gave generally worse fits. There was no evidence in any 
region for a non-linear Phillips curve in the range of observable experience. 
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in wage increases. If the price coefficient is unity, there is no money illusion 
in labor markets, and no tradeoff between inflation and unemployment in 
the long run. In Table XI the price variable coefficient exceeds unity for Nova 
Scotia, the Prairie provinces and British Columbia; it is close to unity in Quebec 
and less than unity elsewhere. The variety in these results is puzzling, but it 
may only indicate the presence of measurement error in the price variable. 
In those provinces where the coefficient is greater than one, higher sustained 
rates of price increase may generate expectations of accelerating price infla- 
tion and wage increases which more than compensate for the actual price 
increase. Probably the divergence from unity should not be taken too seriously. 


If wage change in Ontario is added as another explanatory variable, it tends 
to destroy the significance of the provincial unemployment rate. Only in Saskat- 
chewan does the unemployment rate firmly retain its significance. While this 
result reflects the similarity in the amount by which average wages change 
across provinces, it does not clearly argue that external wage pressures are the 
dominant force in provincial wage determination. If Ontario’s wages were the 
exclusive arbiter of wages in other provinces, Ontario’s unemployment rate 
should perform better than that of the other provinces. Since such was not the 
case, it may be that Ontario’s wage change is a better measure of the regional 
diffusion of aggregate demand changes than is the province’s own rate of unem- 
ployment. 


Even if the role of Ontario’s wage change is correctly explained, identifiable 
regional groups can still be established on the basis of their wage responsiveness 
to unemployment. The Atlantic provinces exhibit the least degree of responsive- 
ness, followed by Quebec, Alberta and British Columbia in an intermediate 
range with Saskatchewan, Manitoba and Ontario showing the most sensitivity. 
In terms of the hypotheses of chapter three, the insensitivity of wage changes to 
unemployment in the Atlantic provinces is consistent with the deficient demand 
explanation of unemployment. At the same time, New Brunwsick’s unemploy- 
ment rate emerges as a significant variable in same specifications, while that for 
Nova Scotia falls just short of significance. These results tend to support the 
alternative explanation of differential labor market efficiency. 


These features of the Atlantic provinces’ Phillips curves lead to the conclusion 
that a better explanation for higher unemployment rates there would lie some- 
where between the two extremes. Higher unemployment in the Atlantic prov- 
inves appears to involve a mixture of demand deficiency, and inefficiency in 
matching jobs and workers. If this is true, there is some scope for regional 


4 Consider a simply two-equation model of the wage-price spiral. Price changes P are normally 


expressed in an equation of the form P = a,W — ay + C where W represents wage change, A is 
the trend rate of growth in total and labor productivity, and C is capacity utilization or the gap 


between potential and actual output. Wage changes appear as W = b,A + b2PE + g(u) where PE is 
expected price change and g(u) is the Phillips curve (g(u)2 = u in Table XI). In a long-run equil- 


ibrium actual and expected price changes are equal, C equals zero, so combining both these equations 


(ajby — az)A + aj g(u) (bi — a2) + g(u) 
gives PE — Pp = and, if a; = 1 isempirically observed, P = ————_______, 
1 — ajb2 1 — b2 


If b2 = 1, or wage increases respond completely to price increases, the long-run Phillips curve is 
vertical and real wages grow at the trend rate of growth in productivity. 
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policies affecting both the supply of, and demand for, labor in these areas. 
Moreover, the diversity in the regional Phillips curves implies that the assump- 
tions underlying the aggregative tests of regional dispersion effects are incorrect. 
An aggregate Phillips curve as a device for diagnosing regional economic 
problems is probably a poor substitute for more disaggregated approaches. 


Succeeding chapters are devoted to a closer examination of the relative 
importance of labor market inefficiency and demand deficiency as basic explana- 
tions for higher unemployment in the eastern regions. Whether regional wage 
emulation is responsible for demand deficiency in these regions is considered 
first. 


NONCOMPETITIVE WAGE BEHAVIOR 


Wage Leaders 


A popular notion about regional market power is that wage changes in a 
given industry are determined by competitive demand pressures in a leading 
region and transferred by institutional channels to other regions where labor 
supply conditions warrant a smaller wage increase. The effect of this wage 
transmission process is higher-than-average unemployment of an involuntary 
nature in follower regions. The channels are usually identified as labor unions 
striving for wage parity or as governments and multi-regional companies 
seeking to maintain or create an image of a good employer. 


Two methods of testing this notion are described in chapter three (equation 
3-C and the text on p. 36). If, as some suspect, Ontario is the wage leader for 
the rest of the country, a Phillips curve equation using Ontario’s unemployment 
rate should explain national wage changes better than one using the national 
unemployment rate. It is apparent from Table XII that the unemployment rate 
for Ontario does not do better than the national rate in explaining national wage 
changes. The same result occurs when an eastern Canada wage change and 
unemployment are substituted for the national figures. On the other hand, the 
results using the Ontario rate are not significantly inferior to those using an 
aggregate rate, so the test is inconclusive. A basic problem in this exercise is 
that a high degree of collinearity between the national and Ontario unemploy- 
ment rates impedes easy detection of specific regional effects on national wage 
changes. 

Alternatively, supposing the transfer process to be partial rather than com- 
plete the ratio of the national unemployment rate to that of Ontario should 
exert some positive effect on the rate of national wage increase. But Table XII 
shows that, this variable does not emerge as significant in the aggregate Phillips 
curve. Experiments with other plausible wage leaders (British Columbia and 
Ontario; Ontario and Quebec; British Columbia, Ontario and Quebec;) also 
failed to generate any support for the hypothesis that the unemployment rate 
of some regions relative to the national average is a significant determinant of 
ageregate wage changes. However, failure to detect imitative regional wage 
transfer at an aggregative level could easily result from the inappropriate as- 
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TABLE XII 


Regional Wage Transfers, 1953-70, 


(Manufacturing Sector) 
pe Ee ae eee ee Ee a eee 


Regression K P/P logUont log UNAT Uont UNAT R2 D.W. 
See aa OR Se Re a ees ae teres alcatel Get, 2a 
(3—C) (1) 3.92 1.39 —1.47 0.77 1.36 
(2.40) (6.50) (—1.37) 
(2) 5.06 1.39 —1.89 0.78 1.35 
(2.42) (6.79) (—1.61) 
(3) 3758 1.38 —0.41 0.77 1.34 
(2.69) (6.47) P45) 
(4) 3.93 1.39 —0.339) —0.37 0.78 1.33 
(2.82) (6.75) (—1.061) (—1.64) 
ae ee a) 
log log _ 


Regression K P/P 1/Uont 1/UNaT Uszastr Uonr Usast R2 D.W. 
a lie 


G=C) (3) 1058") 1.40. 4°96 O77. ioe 

(0.54) (6.56) (1.29) 

(6) 0.10 1.40 9.22 0.78 1.38 
(0.08) (6.83) (1.57) 

(7) 3.91 1.34 —0.335 O11. uae 
(2.42) (5.67) (137) 

GP ae is 0.70 1.43 
(2.21) (5.57) 

(Oya st ee ei 7 0.70 1.46 
(1.92) (5.61) (—0.96) 

(10)ie43 90, aml a35 ==15740en Osfl ue etatO 
(1.97) (5.68) (tho) 


Notes: (1) Except for the last four regressions, (7) — (10), the dependent variable is the annual 
percentage change in national average hourly earnings. 


The dependent variable in the last four regressions is the percentage change in average hourly 
earnings for an aggregate of eastern provinces (Ontario and all provinces east of Ontario). Uzasr 
is the corresponding unemployment rate variable. Unar and Uonr are the national and Ontario 
unemployment rates respectively. 


(3) P/P is the annual per cent change in the Consumer Price Index. 
(3) (3-C) corresponds to the similarly number specification in chapter three, p. 41. 


(4) R2 is the adjusted R2; D.W. is the Durban-Watson statistic; t-scores are given in brackets 
beneath the regression coefficient 


sumption that all regions have the same Phillips curve. If this condition is not 
met, and the previous section suggests it is not, the aggregate Phillips curve 
technique must be abandoned for more disaggregated approaches. 


Wage Structures 


To explain the interregional persistence of unemployment differentials 
requires a model containing both labor immobility and wage rigidity. The usual 
argument in the Canadian case is that non-market clearing wages set in regions 


5 With some editorial change this section is part of a larger study done for the Price and Incomes 
Commission by Stanley L. Engerman of the University of Rochester. This section includes Enger- 
man’s main empirical findings from his unpublished paper, Regional Unemployment Differentials 
and Economic Policy, 1971. 
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other than Ontario, create an artificial wage structure which generates “‘involun- 
tary” unemployment in areas of persistently high unemployment. In the absence 
of impeded wage adjustments regional differentials in unemployment need not 
exist; and with sufficient labor mobility, they need not persist. 


For a particular region, therefore, it may not be very fruitful to discuss 
whether the failure to achieve higher unemployment rates is due to structural 
characteristics or to aggregate demand failure. The failure of wages to adjust 
appropriately to provide fuller employment at some national level of aggregate 
demand is the issue for the region, at least in the short run. Lower wages should 
permit increased employment in export industries as demand is shifted from 
other regions, as well as an induced increment in residentiary (local) em- 
ployment. In considering an individual region which can attract demand from 
elsewhere in the nation by appropriate wage adjustment, the usual Keynesian 
discussion can be put aside, since there is no reason to regard the wage level as 
exogenously determined. 


This aspect of imperfect wage adjustment is crucial to understanding regional 
problems of unemployment and inflation. It is not necessarily true that this 
wage structure problem is “a bad thing”, once we allow for income distribu- 
tional considerations. Yet, to the extent that the focus is upon unemployment 
rates, the effect of the wage structure needs to be discussed. The pattern to be 
explained is one of constant or converging relative wage levels at a time when 
differentials in unemployment rates among the regions remain relatively constant. 


Several alternative explanations can account for this pattern, but all seem 
in some way incomplete or unsatisfactory. Some assumptions about the be- 
havior of the wage setting units are generally necessary to explain this pattern. 
Thus, for example, it has been argued that labor unions bargain to maintain 
the same relative wage in each region, and not regional wage equality. The 
Canadian differential is frequently said to represent the outcome of a pattern 
of union bargaining behavior where unions strive to achieve the same growth 
rates for real wages in all locations. This variant would be most directly ap- 
plicable to the manufacturing and mining industries where there is opportunity 
for nationwide bargaining. This type of pattern would spillover to affect the 
pattern of demand for local industries within each region. There are, how- 
ever, several weaknesses in this explanation. Even if the union behavior pattern 
were accepted as correct, an issue which is still the focus of research, the hypo- 
thesis is restricted to the wage behavior of export industries and makes no 
statement about the behavior of wages in local industries. If one variant of 
this union-based explanation is used, in which Ontario is supposed to set 
the wage rates, which other regions follow, then wages in the non-unionized 
sectors would be expected to grow more slowly outside Ontario. The pool of 
labor presumably driven out of the export industries would find employment, 
at lower wages, in the local sector, so that the union-imposed wage pattern 
need not lead to differentially higher unemployment rates. It would, however, 
lead to the prediction of a wider structure of wages for those regions tied to 
the leader. 


REGIONAL PHILLIPS CURVES AND LABOR MARKET INSTITUTIONS 61 


Analysis of the interregional structure of wages, as well as a comparison of 
interindustry wage structures within each region, should cast some light on 
the importance of noncompetitive labor market adjustment within Canada. 
Preliminary analysis, however, suggests that the pattern is sufficiently complex 
to require much more research in order to make sense of it. The following rep- 
resents something of an empirical search process and does not fully detail an 
articulated model of interregional and intraregional wage structures, although 
such a model would certainly be a useful starting point in trying to explain 
how labor markets function and demand increases are diffused. A second 
caveat relates to possible data imperfection, and the prospect that alternative 
data sources would yield somewhat different answers. A fuller examination 
of the data source problems and tests with alternative series would be advisable 
to check on reliability of empirical results. 

The series on average weekly wages and salaries for one-digit industries, 
which contains data for various subdivisions within each industry, used in 
conjunction with the related employment series to describe wage structures 
for the period 1957-1967. Wage structures within a region (by industry) and 
those within given industries by region are measured and changes within these 
structures are examined. Certain expectations about these wage structures 
and their changes arising from hypotheses of labor market adjustment are 
checked for consistency with this data. Several simple comparisons are made: 
some use all five regions in Canada, while others are restricted to descriptions 
of the Atlantic Provinces and Quebec vis-d-vis Ontario. 

During 1957-67 the composite industrial wage of the Atlantic Provinces 
relative to that of Ontario remained almost constant, while in Quebec it con- 
verged slightly after the first few years of constancy. In comparing composites, 
it is useful to distinguish the characteristics which hold for each sector from 
those which are attributable to the variable weighting of diverse industrial 
components. From a one-digit breakdown it is evident that the industrial com- 
posite reflects a pattern observable in each industrial category separately, and 
is not solely due to different regional weighting of the categories. Table XIII 
compares relative wages for the Atlantic Provinces vis-d-vis Ontario for eight 
industries. With the exception of forestry, for which the Atlantic Provinces 
had a low rate of wage increase, the other sectors have relatives which fall in 
a somewhat narrow band around the composite wage relative. For each year 
a range of plus or minus ten percentage points around the composite relative 
of 80 will include all sectors. This range may seem fairly wide, but it does mean 
that in 1967, for example, no sector (except forestry) in the Atlantic Provinces 
had a wage 86 per cent more or 71 per cent less than in Ontario. At this level 
it is hard to see any relationship between the nature of market served and the 
wage relative, although the ranking of relatives by industry has shown some 
changes over the period. However, while the wage structures in Ontario and 
the Atlantic Provinces have shown some small tendency to change, it is within 
a pattern of relative stability in interregional wage differentials, and a wage 
differential which shows no marked tendency to vary industry by industry. 
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In Table XIV the manufacturing sector displays the same basic similarity 
in wage relatives. That is, of the seven major sub-groups within manufacturing 
for which a comparison can be made in 1967, four fall within a range of seven 
percentage points around the industrial composite. The exception is the pulp 
and paper industry, in which the Atlantic Provinces have a higher wage than 
does Ontario throughout the decade under study. Thus for manufacturing as 
for all industries, the broad generalization can be made that lower wages in 
the Atlantic Provinces are a result of characteristics of the region and its labor 
force, and are not significantly attributable to a difference in industrial com- 
position. Furthermore, there have been no marked changes in relative wage 
structures during this period, despite minor variations between the two regions. 

The comparison of Quebec with Ontario yields a similar set of conclusions, 
and, if anything, an even narrower dispersion in industrial wage relatives be- 
tween the regions. For most years a range of plus or minus five percentage 
points around the all-industry composite would capture all major industries 
except forestry. The tendency toward convergence of Quebec’s wage relative 
can be seen in most industries, suggesting again that what is true for the in- 
dustrial composite is also true for its components. There have been, of course, 
some minor changes in the ordering of relatives vis-d-vis Ontario, but the 
overall pattern shows wages in all industries in both provinces moving roughly 
together. Within the manufacturing sector, the relative wage for fifteen of the 
nineteen sectors available for comparison falls within a range of plus or minus 
ten percentage points, and the four exceptions all have relatively higher wages 
in Quebec than in Ontario. (Thus, in this instance, Quebec’s industrial com- 
posite reflects the greater weight of the relatively lower paying industries in 
its industrial structure.) And, in three of these four cases Quebec’s wage rate 
has grown more rapidly than that in Ontario. In Quebec the mild convergence 
of manufacturing wage rates, with basically similar rates of growth in each 
industry vis-d-vis Ontario, has occurred with a relatively slower growth in 
manufacturing employment than in Ontario, a difference which is most pro- 
nounced in the relatively high wage and rapidly growing durable goods sectors. 

In the absence of more information and a detailed model it is difficult to 
make many meaningful statements based upon these data. To the extent that 
unemployment differences persist among the regions, the situation may be 
attributable to the failures of wages to adjust in regions of higher unemploy- 
ment. Yet, contrary to several of the arguments offered earlier, the structural 
comparisons for this period do not point specifically to any industry in which 
wages have deviated greatly from those of other industries in the same region. 
It is possible, of course, that small differentials have large effects, and the 
absence of a model precludes any comparison of actual with ideal inter and 
intra-industry adjustments. Moreover, even though there has not been too 
pronounced movements in the relative wages by industry across the country, 
there is still enough variation to create problems in trying to understand the 
issue of wage diffusion among the provinces, even at a high level of aggregation. 
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In assessing the relationship between regional and industrial wage changes 
a useful measure is the coefficient of variation. Unweighted coefficients of 
variation have been computed for the five major regions and the eight one- 
digit industrial sectors for each year from 1957 to 1967. They are presented 
in Table XV. A constant coefficient of variation over time is consistent with 
equal growth rates in wagés, a declining coefficient with higher growth rates 
in classes below average, in the first year, and an increasing coefficient with 
higher growth rates in. thiose classes with initially higher levels. The rankings 
of industrial wages by region and of intra-regional wages by industry have 
not shifted markedly over time, so that the measured coefficients permit state- 
ments about the relationship between initial year levels and subsequent growth 
rates, and are not attributed solely to offsetting movements in the variables. 

The simple model of wage diffusion discussed in the preceding section— 
that of transmission via bargained behavior in the manufacturing sector—has 
several implications which can be examined using these coefficients of varia- 
tion. First, it would be expected that the manufacturing wage structure is 
less dispersed than that of other sectors in which the interregional linkages are 
not so clear. Second, it would be expected that, over time, the manufacturing 
wage structure would become less dispersed than that in other sectors. Third, 
Ontario, as the region of fullest employment, would tend to have a less dis- 
persed wage structure than regions of higher unemployment. Fourth, as a 
result of the presumed differences in wage setting in manufacturing and other 
sectors, the Ontario wage structure would remain less dispersed over time than 
that of other regions where dispersion would tend to increase. Fifth, if the 
spillover hypothesis were applicable at the regional level, the pattern of change 
in the manufacturing coefficients would be a good predictor of the pattern of 
change in other industries. 


Briefly the tests point to a somewhat more complex pattern. The coefficient 
of variation for wages in manufacturing is, for most years, not much less than 
in the other one-digit industries, and in several years is actually above that in 
the “non-linked’’ residentiary industries. Over time the manufacturing wage 
structure has tended to widen somewhat, while in other sectors it has converged. 
This suggests that whereas within manufacturing there has been a positive 
correlation between 1957 wages levels and their rates of growth from 1957-67, 
for other sectors the pattern has been reversed with the lower wage regions 
experiencing a more rapid increase in wages. This pattern is somewhat unex- 
pected, since the simple “spillover’’ hypothesis suggests that wage changes in 
the two composites should have been correlated. Even if there were no direct 
spillover affecting bargaining behavior, a lower rate of wage increase in the 
residentiary industries for a given set of manufacturing wage changes might 
have been anticipated since the “disequilibrium” change would have increased 
the pool of workers entering those industries. Thus the data indicate both a 
weak spillover and, more peculiarly, a greater relative increase in residentiary 
wages in the lower wage, higher unemployment regions. 
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The coefficients of variation indicate that, except for the Prairies, the regional 
wage structures have experienced equal dispersion around their mean levels. 
This is the general pattern through the mid-1960s, after which there has been 
some widening in the Atlantic provinces (due to the behavior of the forestry 
wage) and in British Columbia. Comparing Quebec and Ontario, however, 
reveals little tendency toward change over time, Quebec’s wage structure 
having shown less dispersion that that of Ontario if anything. 


Unfortunately, the pattern is‘too obscure for drawing any hard conclusions. 
Most puzzling, perhaps, are the wage changes in the trade and service sectors 
in Quebec and the Atlantic provinces relative to those in manufacturing. Within 
the Atlantic Provinces there is some decline in the manufacturing relative 
(from 82 to 77), contemporaneous with an increase in the trade relative and a 
lesser decline in the ‘‘catch-all’’ service sector. In Quebec, wages in both manu- 
facturing and in the trade and service sectors increased relative to Ontario, 
at a time of slower growing employment and relatively higher unemployment 
rates. Although these measures are very crude and certainly do not point to 
any strong patterns, consideration of the relationship between wage and em- 
ployment changes does indicate that there is sufficient connection between 
regional wage changes to make substantial reductions in unemployment rate 
differentials difficult. Exactly why this should be true is an issue deserving of 
much more study since few of the ad hoc answers proposed for this pattern 
seem capable of explaining the rather peculiar set of outcomes. 


AN ALTERNATIVE VIEW OF INTRAREGIONAL 
WAGE TRANSMISSION 


The previous section relied on a particular labor market model to predict 
how labor market imperfections might influence the distribution of wages 
within a region. It can be described as a wage-push model of the labor market 
in which the introduction of a wage distortion (the imposition of a higher than 
market-clearing wage) in some sectors has increase the supply of labor and 
lower wages in other sectors. No evidence supporting the operation of this 
wage structure phenomenon was found in the high unemployment regions. 


While this finding poses some puzzles, it is possible that labor market im- 
perfections work in a different way. This section describes a wage-pull model 
of the labor market in which labor market imperfections have less impact on 
the structure of regional wages and more on the level of regional unemploy- 
ment. While it goes part of the way in rationalizing the results of the previous 
section, it should be regarded as a tentative explanation pending empirical 
confirmation. While some of the evidence offered in chapter five on differential 
labor market efficiency is consistent with this view, more information would 
be needed to determine the accuracy of this alternative description of the 
interregional wage transmission mechanism. 

The main feature of the model involves the interaction of a particular labor 
market’s imperfections with the operations of other labor markets where im- 
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perfections are absent. There is some factual basis for believing that imperfec- 
tions exist and that existing forms of institutional wage setting contribute to 
the rigidity of the interregional wage structure. Federal and provincial govern- 
ments are sympathetic to the principle that equal pay should be granted for 
equal work, no matter where performed. In several instances multi-regional 
companies, including Crown Corporations, have adopted a wage policy of 
granting the same percentage rate of pay increase to all their employees regard- 
less of location. Table XVI presents a regional breakdown of the average annual 
rates of wage increase paid by a sample of large multi-regional companies. The 
closeness of the percentage wage increase over long periods of time across 
regions is very striking. Furthermore, there are cases on record of regionally 
emulative labor unions having sufficient bargaining power in one province to 
achieve wage gains which equal or even surpass those won by workers elsewhere. 


TABLE XVI 


Negotiated Wage Increases of Multi-Provincial Companies 


Average 
Annual Wage 
Plant Location: Change 
Company Province Years (per cent) 
(20a) Prince Edward Island 1954-66 4.01 
(20b) Quebec 1954-66 3.90 
(20c) Quebec 1954-66 3.90 
(20d) Ontario 1954-64 3.88 
(20e) Ontario 1954-66 3.82 
(20f) Manitoba 1954-66 3.90 
(20g) Alberta 1954-66 3.90 
(20h) British Columbia 1954-66 3.78 
(21a) Ontario 1954-69 5.75 
(21b) Manitoba 1954-69 5.61 
(21c) Alberta 1954-69 5.61 
(21d) Alberta 1954-69 5.61 
(21e) Saskatchewan 1954-69 5.34 
(21f) Saskatchewan 1954-69 5.61 
(21g) British Columbia 1954-69 5.76 
(22a) Nova Scotia 1953-69 5.99 
(22b) Ontario 1953-69 5.86 
(22c) Manitoba 1953-69 5.99 
(22d) Alberta 1953-69 5.99 
(22e) Alberta 1953-69 5.99 
(22f) British Columbia 1953-69 5.84 
(23a) New Brunswick 1953-69 10.71 
(23b) Quebec 1953-69 5.38 
(23c) Quebec 1958-69 4.80 
(23d) Ontario 1953-69 5.38 
(23e) Ontario 1953-69 4.99 
(23f) Ontario 1956-69 5.29 
(23g) Manitoba 1953-69 5.38 
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TABLE XVI (Continued) 


Average 
Annual Wage 
Plant Location: Change 
Company Province Years (per cent) 
(23h) Alberta 1953-69 5.38 
(231) Alberta 1956-69 5.29 
(24a) Quebec 1954-69 6.48 
(24b) Ontario 1954-69 5.94 
(24c) Ontario 1954-69 eae 
(24d) British Columbia 1954-69 5.37 
(24e) British Columbia 1954-69 5553 
(12a) Quebec 1953-61 3.65 
(12b) Ontario 1953-61 3.65 
(13a) Quebec 1954-70 4.66 
(13b) Quebec 1954-70 4.44 
(13c) Quebec 1960-70 4.32 
(13d) Ontario 1954-70 4.37 
(13e) Ontario 1960-70 3.89 
(13f) Quebec 1954-70 4.15 
(14a) Ontario 1953-67 4.59 
(14b) Ontario 1953-67 4.59 
(14c) Ontario 1953-67 4.59 
(14d) Quebec 1953-67 4.59 
(15a) Manitoba 1961-69 5.34 
(15b) Saskatchewan 1961-69 5.07 
(15Sc) Alberta 1961-69 5.36 
(15d) Ontario 1961-69 6.49 
(16a) Quebec 1953-66 4.90 
(16b) Quebec 1953-69 5.84 
(17a) Quebec 1954-71 6.62 
(17b) Ontario 1954-71 6.36 
(17c) Ontario 1954-71 6.34 
(17d) Ontario 1954-59 5.18 
(18a) British Columbia 1956-68 3.67. 
(18b) Ontario 1956-68 4.29 
(18c) Ontario 1959-68 3.53 
(18d) Alberta 1962-68 STM 
(18e) Quebec 1964-68 3.69 
(19a) Ontario 1953-66 3.20 
(19b) Ontario 1953-66 3.20 
(19c) Ontario 1960-66 1.36 
(19d) Ontario 1953-66 Beau 
(1) Multi-Prov. 1953-66 5.26 
(2) Multi-Prov. 1953-67 4.12 
(3) Multi-Prov. 1953-67 4.92 
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TABLE XVI (Continued) 


Average 
Annual Wage 
Plant Location: Change 
Company Province Years (per cent) 
(4a) Ontario 1954-67 Soe 
(4b) Quebec 1954-68 4.21 
(4c) Quebec 1954-67 4.69 
(Sa) Ontario 1961-70 1.56 
(5b) Ontario 1961-70 1.56 
(Sc) Ontario 1961-70 1.55 
(Sd) Ontario 1961-70 1.43 
(Se) Quebec 1961-70 hey 
(5f) Quebec 1961-70 173 
(Sg) Quebec 1961-70 1.70 
(5h) Quebec 1961-70 1.85 
(Si) Quebec 1961-70 1.56 
(6a) Ontario 1955-70 DE8h 
(6b) Ontario 1955-70 By 
(6c) Ontario 1955-70 StST 
(6d) Ontario 1955-70 S757 
(6e) Ontario 1955-70 5.87 
(6f) Ontario 1955-70 5.87 
(6g) Ontario 1955-70 yer 
(6h) Quebec 1955-70 5.87 
(6i) Manitoba 1955-70 5.87 
(7a) Quebec 1953-68 4.98 
(7b) Nova Scotia 1953-68 5.41 
(7c) Quebec 1953-68 4.98 
(7d) Quebec 1953-68 4.98 
(8a) Saskatchewan 1953-61 5.14 
(8b) Manitoba 1953-55 3.03 
(9) Multi-Prov. 1953-65 2.88 
(10) Multi-Prov. 1955-65 4.59 
(11) Multi-Prov. 1954-68 3233 


Source: Unpublished data, Department of Labor, Ottawa. 
Note: To preserve confidentiality, the identity of the 24 companies sampled is not disclosed. 


Since unions, governments and multi-regional companies probably employ 
well under one half the labor force in each region, it is uncertain how these 
institutions affect other wage settlements in a region. The wage-push model 
implies that the result of these settlements will be lower wages. This prediction 
is contradicted, however, by the closeness with which average earnings move 
interregionally and the results of the preceding section. What appears as a 
“missing link” in the wage transmission chain has to some extent been supplied 
by the recent development of job search models of unemployment. These 
suggest that institutionally determined wage patterns which create a small but 
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significant number of attractive high-paying jobs will exert pressures for ex- 
panded turnover in lower paying jobs with the effect of pulling up wages in 
the latter. Higher turnover in the labor force will result, ceteris paribus, in 
higher unemployment rates for the region. 


This transmission mechanism can be illustrated with the aid of a two-sector 
diagram (Figure 5) in which the horizontal axis measures the fixed homogeneous 
regional labor force O — O’, Di depicts the demand for labor in those sectors 
where wages are determined by outside institutional forces, and Do measures 
labor demand in all other sectors. Without institutional forces, wages in both 
sectoral groups would clear at the full employment wage level W with O — N 
workers employed in the institutional sector and O’ — N in the other. At these 
employment levels, job turnover is such that new hires offset quits. Assume that 
imperfect competition imposes a higher wage of W> in the institutional sector. 
As aresult of this, higher wage employment in this sector will decline toO — Ng. 
The wage-push model implies N — N> workers will be forced to seek employ- 
ment in the noninstitutional sector at the lower wage Wi. Were this to happen 
the wage gap W2 — W; would make it profitable for some workers to quit 
their jobs in the low wage sector and wait for a job opening in the high wage 
sector. There would be an excess supply of applicants for high wage jobs as 
indicated by the difference between the supply of, and demand for, workers, at 
the institutional sector wage W2. N3 — Nz members of the labor force would 
be unemployed say and wages in the noninstitutional sector would be forced 
to the higher level W3 as employers were required to pay more in order to 
retain their labor force. In equilibrium expected wages would be equal in each 
sector and the unemployment rate would adjust to preserve this equality 
of expected wages. Expected wages in the institutional sector would be a function 


FIGURE 5 


Regional Wage Transmission 
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of higher wages there discounted by the probability per period of being unem- 
ployed. This probability in turn would depend on the number of surplus appli- 
cants and turnover in the high wage sector.® 

The essential components of this view of regional labor markets can be 
incorporated into a simple algebraic model. Although expressed here in terms 
of a partial comparative dynamics equilibrium, it could easily be reformulated 
along the lines of comparative statics, as in Figure 5, if the objective was to 
examine wage and employment levels instead of their rates of change. As 
before, the model assumes two sectors: a high paying one in which wages 
changes are determined institutionally at rates in excess of those required to 
clear the regional labor market, and a lower paying one in which the supply 
of and demand for labor are the principal influences on both the level and the 
rate of change of wages. 

Percentage wage changes in the institutional sector occur at an exogenous 
rate a and partially determine a given rate of employment growth y in this 
sector. The other major determinant of employment growth in this sector is 
the rate of growth of output or demand, which is also assumed to be exogen- 
ously given. y is defined as the rate of growth of employment opportunities and 
includes demand for new workers due to attrition of old employees as well as 
increases in employment levels. Because this is the high wage sector, attrition 
is assumed to consist mainly of retirements or migration out of the region. 
Whatever voluntary or involuntary separations do occur in this sector are 
assumed to have an insignificant effect on the region’s unemployment rate. 

Wage changes in the noninstitutional sector respond to a mixture of supply 
and demand forces which are caught in the following reduced-form equation: 

Wo =atbto (4-A) 
The constant term a reflects the influence of changes in the demand for labor, 
including the outward shift of demand due to growth in final demand, and move- 
ments along the demand curve at a constant growth in final demand which 
depend on the ease of recruiting labor from other sectors. The elasticity coefficient 
b measures the influence of the rate of labor turnover ty on wage changes and 
its size depends on the elasticity of labor demand in this sector. 

Turnover in the low wage sector, expressed as a fraction of employment in 
that sector, is responsive to the expected wage gains associated with quitting 
and seeking work in the high wage sector. Since there is an excess supply of 
labor in the high wage sector the expected wage gain is the product of this 
sector’s wage and the probability p(t) of obtaining work there. Thus the expected 
earnings differential is: 

i (1 + a) Wr — (1 + Wo) = (4-B) 

ee (1 + Wo) Wo 
where Wj, Wo are the original wage levels in the institutional and noninstitu- 
tional sectors respectively. For simplicity only the current expected differential 
is assumed to influence turnover and any costs associated with the transition 


aS A model of this kind has been developed to explain urban unemployment and rural-urban 
migration by Todaro and Harris. Cf. M. Todaro and J. Harris, “Migration, Unemployment and 
Development: A Two-Sector Analysis,” American Economic Review, March 1970, pp. 126-142. 
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between sectors are ignored. If a longer-term horizon were introduced instead, 
the expected differential over a worker’s lifetime would be more appropriate 
than the preceding formulation. If Ni, i = I, O, denotes employment in the two 
sectors, turnover is linked to the expected earnings differential by the following 
equation: — ae 

No oe (1 a a a it (4-0) 

(1 + Wo) Wo 

where 0, O < 1 < 1, is a parameter measuring the responsiveness of turnover 
to the differential. For instance, if 7 =0.2, an expected earnings differential of 
100 per cent would elicit a turnover rate of 20 per cent. 


It is assumed that those who quit in the low wage sector only obtain em- 
ployment in the high wage sector after an intervening period of unemployment. 
The gains from quitting low wage work and joining the unemployment queue 
for jobs in the high wage sector, however, are determined by the level of un- 
employment there. Consequently, at some high level of unemployment the 
probability of securing high wage work would be so low that it will not pay 
to quit a low wage job. Conversely, if the level of unemployment were ex- 
tremely low, many more people would be induced to quit and seek high wage 
employment. Thus, in this framework the level of unemployment adjusts 
until no gain flows from quitting work in the low wage sector. In equilibrium 
the level of unemployment will be constant and absorption into the high wage 
sector will exactly balance the number of quits in the low wage sector. 

Before examining this equilibrium further, an operational specification of 
the probability of achieving high wage employment is needed. For convenience 
a one period horizon is used in which this probability is directly related to 
the rate of high wage job creation y Ny and inversely related to the level of 
unemployment or surplus job applicants U. In this case, the chances of being 
selected for high wage employment are assumed to be random so p(t) becomes 
the ratio y N;/U. The equilibrium condition is: 


y Ni = No (4-D) 
Substituting for p(t) in equation (4-C), Wo in equation (4-A), and the result 
into equation (4-D) gives: 

y NI y Nr (1 + a) Wi 


Passe yy a Yo 
No y Ni\ _ (4-E) 
U (: +a+tb —) Wo 
No 
From this equilibrium condition the equilibrium unemployment rate is given 
as a fraction of employment in the high wage sector: 
U Wi yi + a) 


span oiyNI Nr\ (4-F) 
Wo (1+ in) (1+a+b7—) 


No 0 
This expression indicates that the level of unemployment will be higher 
the wider the wage structure (W1/Wo); the faster the rate of growth of wages 
in the high wage sector (a); and the more rapid the increase in employment 
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opportunities in the high wage sector (y). On the other hand, the level of un- 
employment will be lower the smaller the turnover response (n), and the greater 
the response of wages to turnover in the high wage sector (b).7 


The level of unemployment that results will also depend on the amount of 
family or public support a worker can receive while waiting and on the extent 
of geographical separation between jobs in the two sectors. If transfer pay- 
ments make waiting less expensive, presumably more will quit and wait, and 
unemployment will be higher. In addition, the greater the physical distance 
between low and high paying jobs, the greater likelihood there is of obtaining 
a high wage job by quitting current employment in low paying jobs. The nature 
of unemployment generated by this type of labor market behavior cannot be 
classified as voluntary or involuntary without some reference to a wage dimen- 
sion. Unemployed workers can be considered as voluntarily unemployed with 
respect to low wage jobs and involuntarily unemployed with respect to high 
wage ones. 

One interesting implication of this model is that an expansion of jobs in 
the high wage sector will not be fully matched by a corresponding reduction 
in the region’s unemployment. Increased employment at a constant wage in 
the high wage sector will raise the probability of finding a job in that sector 
and stimulate turnover in other sectors. Consequently, greater employment 
in the high wage sector is somewhat offset by lower employment in the low 
wage sector until a reduced wage gap between the sectors is sufficient to balance 
the higher probability of high wage employment. Increasing the quantity of low 
paying jobs will exert little effect on unemployment and will only swell the num- 
ber of unfilled vacancies in the wage sector unless rates of pay there are bid up. 

The important conclusion that emerges from this discussion is that wages 
can rise throughout a region despite significant unemployment and the trans- 
mission mechanism does not rely on widespread labor market imperfections 
but instead springs from the maximizing behavior of members of the labor 
force, given that some imperfections exist. This discussion has focussed on 
the behavior of a single region but it may help to explain why regional unem- 
ployment rates vary. It suggests that regions with relatively high (low) unem- 
ployment rates will be characterized by relatively wide (narrow) wage structures. 

The subsequent chapter devotes more attention to this view of regional 
labor markets. For the moment, however, Table XVII offers some skimpy 
evidence from the Department of Labor Wage Survey on the width of regional 
wage structures for 1968 to 1970. Occupations were chosen which had the 
most complete information on their average rates of pay and range. The ration 
of the range to the average is given for various provinces. The results are mixed. 
For some industrial occupations the structure is wider in the Quebec-Atlantic 
area than in Ontario while for others the reverse is true. The Survey is unable 
to give a true picture of regional wage structures because the published range 


7 If plausible values for the different parameters are assumed, equation (4-F) generates reasonably 
realistic unemployment records. For example, if y = a = 0.05, N1/No = 1/3, N = 0.1, Wi/Wo = 2, 
b = 0.5 and a = 0.02 are inserted into (4-F), the result is an unemployment rate U/Ny; equal to 
8.95 per cent. 
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is the middle 80 per cent of the wages reported. If information on the entire 
range of the wage distribution were available, the implication that high unem- 
ployment regions have the most dispersed wage structures could be tested 
more stringently. Ideally it would be desirable to have data also on the num- 
ber of employees earning each wage so that frequency distributions could be 
compiled for each region for comparison with other regions. Instead of com- 
paring occupational wage dispersion by industry it would be useful to classify 
jobs in different industries as potentially available to employees in any in- 
dustry with a given skill background. 


Almost no support for an unqualified market power interpretation of re- 
gional unemployment variation can be found in the results of this chapter. 
National wage rate changes are best explained by national, rather than regional, 
unemployment. This does not mean, however, that labor market imperfections 
are unimportant as this section has drawn attention to some implications of 
the interaction of imperfect with perfect labor markets. This is not the end 
of the matter for this study. Chapter five will proceed to draw a connection 
between the concept of labor market efficiency and the type of interaction 
just considered. 

TABLE XVII 


Occupational Wage Dispersion by Industry and Eastern Province, 1968-70 


Fish Products 
Year Nfid. N.S. N.B. Que. Ont. Occupation 
eee eee ee eee 
Mechanic 
NOGS Bree nc rrcsratissouet 0.161 0.253 = — —- 
1 BES! Ls See A retin ae ein 0.163 0.195 _ -~ — 
VE) US he eee eer eee 0.360 0.253 0.148 0.116 ~— 
Laborer 
LOGH Be acer ines 0.134 0.203 0.015 0.695 a 
WLI! dca te ge ta as Roam 0.189 0.232 0.145 0.577 
TOGO Pee ee 0.190 0.238 0.047 0.087 — 
Packer (Female) 
LOGS etre serrata 0.255 0.283 0.138 0.393 — 
1 O69 Were ce eee ccerie ass 0.229 0.319 0.103 0.487 - 
RRL heveeatnd Pager eerie 0.195 0.315 0.227 0.058 ~ 
ea a a ee 
Bakeries 
a 
Mixer (Doughman) 
N96 S Hie ere Milani a — 0.296 0.458 0.261 
BOGS eset ee cee orcs sa: — — 0.200 0.403 0.245 
DIO) eres scr enirasexsic1sis — — 0.207 0.410 0.214 
Dividerman 
BG ee cane ores seh gavowntancet és — oo 0.425 0.350 0.432 
(ASTER is ole aa sar - oo 0.364 0.459 0.316 
UE Section peer £5 eee — — 0.345 0.525 0.425 
General Helper 
ETAT al cane 0.120 0.081 0.066 0.762 0.397 (Male) 
OD ee ere cseassreisooee’ — — 0.269 0.753 0.323 
OBL 2 pe a ee ere — —— 0.423 0.667 0.440 
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TABLE XVII (Continued) 


Hosiery, etc. 


Year Nfld. NSS. N.B. Que. Ont. Occupation 
Cutter (Male) 
EGOS a ee eich sccwexteeeeesses —- 0.182 _- 0.584 0.368 
TOGO Sie. Get eee oo 0.199 — 0.704 0.436 
BOO Mee rr rte wanes a 0.110 — 0.776 0.319 
Hand Operator 
LOGE cr ee ire cette — — — 0.545 0.366 (Male) 
dG 05 Be Sie pi Be ce eA HS — —_ —_ 0.409 0.436 
19TO Meco taheet —— — -- 0.629 0.393 
Hand Operator 
1968 ee) ee &, — 0.314 — 0.414 0.340 (Female) ° 
1969 Hee hae es _ 0.238 a 0.252 0.250 
19/0 7 ee eee — 0.163 a 0.239 0.296 
Sawmills 
Millwright 
1968 Fie a eee ee ~— — 0.200 0.393 0.565 
1969 oe eC iea kal tee — — 0.246 0.468 0.432 
1970 ese ec, ae — 0.310 0.088 0.357 0.459 
Sorter 
1968..:c.2 tee ee ~~ 0.210 0.300 0.314 0.432 
1969 es st es eee -— 0.261 0.260 0.316 0.454 
1970 wocetestieess soe —- 0.294 0.370 0.330 0.410 
Laborer 
1968 ere eee — 0.808 0.347 0.389 0.471 
1969 ea el Boe ae — 0.299 0.348 0.280 0.317 
1970 or ck eee ee — 0.270 0.333 0.296 0.388 


Sash, Door and Flooring Mills 


Cabinet Maker 


LOGS 2) 2.09: eae te ~~ 0.411 — 0.370 0.384 
1969. een ere es — 0.344 _ 0.352 0.465 
1970. eee ee _ 0.187 — 0.487 0.646 
Shipper 
1968 Eee a Ce ee a a — 0.474 0.487 
1969 oe eer ed eee oa 0.437 — 0.398 0.468 
1970 ee ee eee -- 0.478 — 0.450 0.620 
Piler 
1968 Mord Me eB oe, oe 0.373 0.151 0.237 0.412 
W969 Picks ce RR rela! a 0.327 — 0.276 0.362 
197 os te ee ee Saal - 0.470 — 0.290 0.360 
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TABLE XVII (Continued) 


Pulp. 
Year Nfid. N.S. N.B. Que. Ont. Occupation 
Digester (Cook) 
SOGS roe — — 0.202 0.240 0.125 
BOGS Be cere tect eten _ — 0.183 0.198 0.098 
ROI ee ets a 0.038 0.217 0.210 0.180 
Acid Maker 
LOG reser ccatvan ct overt tices — 0.155 0.123 0.210 0.125 
j ASO Rig Aut ers Se ere een — 0.157 0.093 0.163 0.108 
(RULES RAS Ak cont, Sere Peer ao 0.204 0.067 0.127 0.100 
Grinderman 
LOGS Becerra 0.044 0.585 “— 0.285 0.094 
LOGS pe rence: — 0.551 0.053 0.173 0.123 
OU eee ee os — 0.515 0.128 0.090 0.148 
sn See el i Ac 


Newsprint 


ge 


Machine Tender 
ROGR i ance ten 0.295 — _ 0.205 0.275 
BOGS we ea ere thin 0.119 a — 0.229 0.242 
970 eee ee csten ieee 0.162 —— a“ 0.202 0.244 

Third Hand 
1 AS ada dae enpcaet tate YR ee 0.087 — — 0.291 0.243 
LOGS Ren ee: 0.109 ~ a 0.044 0.213 
Tal 4 tear teeta arene 0.149 — a 0.190 0.221 

Sixth Hand 
OGG eee eaclmaweiniaoneias 0.035 —_ ~— 0.110 0.160 
DOGS Meee cases 0.063 — oo 0.175 0.112 
1 Ud os Rae aeerr ce 0.072 — — 0.135 0.134 


Other Pulp and Paper 


aan 


Machine Tender 
ESOS Se rene _ — — 0.437 0.226 
NOT Ris as aks a le Rane a _ — 0.303 0.311 
CEU Re ae arta Reena -- ey 401935. 302510) Osada) 

Cylinder Tender 
ESO ee FL ai cencsssarse _ -- — 0.350 0.267 
LTH) ay SIRs aoe tae _ _ — 0.249 0.024 
STO een ee et, me == 67052 (072507 0.250 

Paper Tester 
LAE eitepene siento — — 0.398 0.184 0.130 
(INGE Anengh Coke Ss ieee wn — 0.085 0.199 0.159 
NOT (18 ae eaertvel smear a — 0.503 0.209 0.145 
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TABLE XVII (Continued) 


Maintenance Trades, Service Occupations and Laborers (Pulp and Paper) 


Year Nfid. INES: N.B. Que. Ont. Occupation 
Machinist 
LOGS ee eee 0.011 0.387 0.189 0.221 0.146 
L960 See eee — 0.376 0.174 0.204 0.155 
OVOP Ee Ue ear ees —- 0.396 0.259 0.210 0.227 
Stationary Fireman 
LOGSE MOE Oh. ca ees me 0.580 0.312 0.246 0.164 
LOGON e ery crete ae een — — 0.268 0.170 0.133 
19/0 Re ee eee — 0.516 0.151 0.269 0.189 
Laborer 
L9OS een eee, a 0.407 0.134 0.125 0.085 
1969 2 ie ee one —_ 0.401 0.113 0.108 0.072 
19703 ee ae — 0.449 0.082 0.160 0.103 


Shipbuilding and Repair 


—_—_—_—_—_—_—_—_—_—_—- oe ”— ee e—=S———— 


Machinist 
1968." 2d eres — 0.407 — 0.046 0.221 
1969 Fee eine sas nee 0.252 — 0.046 0.110 
1970-20 Se eee ae a 0.324 0.090 0.045 0.244 & 
Rigger 
1968 28 ee ee oo 0.448 — 0.049 0.098 
1969 Sco hick Nae earners ~ 0.262 —— 0.045 0.168 
1970 Soe a een ee — 0.214 — 0.069 0.178 
Laborer 
T9635 2 oe Se reer — 0.421 — 0.059 0.117 
1969 ot ee — 0.376 — 0.065 0.092 
1970.97.00 ay poe a 0.177 —~ 0.053 0.186 


es eee 


Electric Power 


———— eee 


Electrician Maint. 


LOGS Sete ee ere ee 0.177 0.147 -— 0.156 0.115 
1969 foe oe eee een 0.188 0.149 — 0.157 0.094 
LITO ne 0.210 0.105 —— 0.080 0.097 
Meter Repairman 
1968 eee eee — 0.155 — 0.076 0.219 
1969 Sr eee eee — 0.140 — 0.076 0.220 
LOI O25 trees riers — 0.130 — 0.071 0.230 
Groundman 
L968 er ere ete ~~ 0.124 — 0.100 0.247 
19695 eer er erereaai 0.224 0.131 — 0.102 0.247 
1970 nn een ee — 0.278 —— 0.092 0.245 
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TABLE XVII (Continued) 


Hospitals 
Year Nfid. N.S. N.B. Que. Ont. Occupation 
Orderly 
TGS Po ow dace ete ess 0.084 0.277 0.175 0.208 0.282 
1969 Mie ee 0.062 0.327 0.324 0.241 0.179 
ASO Bere es ere 0.078 0.280 0.270 0.260 0.217 
X-Ray Technician 
BOB et renee csihetins 0.170 0.319 0.291 0.213 0.366 
LOGO Reeae see. 0.184 0.327 — 0.302 0.383 
1970 2 eed eos 0.174 0.290 0.136 0.449 0.435 
Laborer 
DOGB Sees eee acs cte 0.156 0.316 a= 0.285 0.264 
TOGO Ree ee Oe eee 0.214 0.503 0.088 0.223 0.290 
1970 Meee rer ea, 0.153 0.348 0.316 0.232 0.316 
Laundries, Cleaners and Pressers 
Dry Cleaner 
1h [90 a hh semis ee in a set 0.075 0.449 — 0.500 0.386 
UTR! 2 en Ae eed ea — 0.388 — 0.676 0.665 
1910 Were tee a 0.433 — 0.483 0.580 
Extractor Operator 
DOGS ete ce cascesernt: ae 0.158 mo 0.611 0.386 
Tee Los deme oe 42et Ae ee a 0.189 _ 0.487 0.352 
19.0 peer, Pee eee hs fo, — 0.304 — 0.620 0.410 
Checker-In 
IGS ee ees ean: -- 0.522 a 0.384 0.261 
yt Tel 2 rematch fs ee —_ 0.310 — 0.376 0.208 
DIO Bred Sete os ie es —_ 0.284 — 0.302 0.228 
Hotels (less than 200 employees) 
Bartender 
EIGG rete rte acer aes — 0.371 0.135 0.161 0.493 
Le a eer eee ae 0.373 0.401 0.695 0.421 
CO Op re te. PeR ieee Bit. 3 —- 0.278 — 0.710 0.470 
Waiter 
| ALGER ree ee a — 0.083 0.410 0.530 
DED Te ah toeasceses — 0.059 0.289 0.625 0.484 
"RS eee Se © eae — 0.097 _ 0.460 0.548 
Chambermaid 
RET) ane a a Oo o 0.223 0.278 0.537 0.428 
CTOs ota Lye anos a ae aa — 0.144 0.344 0.518 0.308 
LE TS i Raa Ber — 0.360 o 0.430 0.410 


SouRcE: Ottawa, Department of Labor, Wages, Salaries and Hours of Work. 


Notes: (1) Dispersion is measured as the ratio of the 80 per cent wage range to the average wage 
in each occupation and province. 
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chapter five 


REGIONAL LABOR MARKET EFFICIENCY 


INTRODUCTION 


Chapter four concentrated on the rigid wage-deficient demand hypothesis of 
higher regional unemployment rates. From the Phillips curve results and from 
wage structure analysis it was concluded that this hypothesis did not explain 
much of the variation in regional unemployment rates. However, given the 
difficulty of testing this hypothesis, it has not been conclusively disconfirmed. 

This chapter considers, as an alternative answer, a structural hypothesis 
which draws attention toward rigidities on the supply side rather than on the 
demand side of regional labor markets. According to this view, aggregate 
demand is diffused fairly uniformly over all regions but, due to the difficulty 
of matching men with jobs, a given increment in the demand for labor results 
in the absorption of fewer unemployed in the high unemployment regions than 
elsewhere. In short, when an increase in demand for their output occurs, em- 
ployers in high unemployment regions find it more difficult to hire, or are less 
willing to retain, the labor force in their area. For their part, employees are more 
apt to quit and, if unemployed, are less likely to be rehired quickly than those in 
other regions. As a fraction of the labor force the total number of jobs, current 
employment plus unfilled vacancies, may be about the same in all regions. 
Poorly organized labor markets in high unemployment regions, however, 
translate this level of labor demand into relatively fewer filled jobs. Thus, at 
a given rate of wage change, regional labor demand and supply will balance off 
at levels of unemployment which will vary region to region. 


One implication of this hypothesis is that the attempt to achieve equal unem- 
ployment rates for all regions is neither a feasible short-run goal nor a proper 
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target for macro-demand policies. Instead, manpower policies restructuring 
the composition of the labor force are needed to alter the effective supply of 
labor in the region. Changes in the mobility, training, educational, and turnover 
characteristics of the regional labor force are more appropriate than measures 
to raise the demand for labor. 


This approach differs only in degree from the deficient demand hypothesis 
since the distinction between structural and deficient demand unemployment 
is somewhat vague in concept. Both types of unemployment involve failures in 
wage adjustment. Structural unemployment arises when relative wages do not 
adjust to particular labor market situations of excess labor demand and supply. 
The deficient demand view is based on the failure of average wage levels to 
respond to a generalized condition of excess labor supply. At some point these 
hypotheses cease being competitors and collapse into essentially the same 
argument. 


Chapter three discussed how labor market efficiency and the validity of the 
structural hypothesis can be gauged by the configuration of job vacancies and 
unemployment in a region. Inefficient labor markets are those in which rela- 
tively high levels of unfilled vacancies co-exist with a given rate of unemployment. 
Inefficiency can occur for any number of reasons but two in particular are worth 
emphasizing. One is simple mismatching where involuntarily unemployed 
workers do not fit the requirements of the unfilled vacancies. Another, re- 
ferred to in chapter four, states voluntarily unemployed workers are attached 
to high wage sectors while unfilled vacancies persist in the lower paying sectors. 
In each case higher unemployment in some regions results from an inappropriate 
relative wage structure which is the source of labor market inefficiency. 


The next section of this chapter tries to measure regional differences in labor 
market efficiency and in the diffusion of regional labor demand. These measures 
are then used to suggest answers to the following policy questions: (1) what 
might equilibrium regional unemployment differentials look like; (2) what 
scope is there for regional fiscal policy in achieving these unemployment rates; 
(3) what would be an attainable full employment target for the country in light 
of these regional data on labor force turnover and unemployment duration as 
a means of explaining the variation in regional labor market efficiency. A final 
section examines employment adjustments in the manufacturing sector of 
different regions together with other evidence supporting the structural hypo- 
thesis. It also briefly discusses regional variation in seasonality and inducements 
to voluntary unemployment. 


REGIONAL VACANCIES AND UNEMPLOYMENT 


In the carly 1960s a heated debate arose over the relative importance of 
deficient aggregate demand and labor market mismatching as explanations for 
the existing high levels of unemployment. From this clash of views it was con- 
cluded that very little could be inferred about the causes of unemployment — 
from an examination of the characteristics of the unemployed. The problem is 
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the impossibility of predicting any significant difference in the profile of unem- 
ployment if one or the other factor is responsible for unemployment. If aggregate 
demand is deficient the selective hiring practices of employers will likely create 
a structure of unemployment similar to that which would result from serious 
imbalances between labor demand and supply.! Furthermore, the higher-than- 
average durations of joblessness in high unemployment regions would be 
consistent with both deficient demand and structural mismatching. Higher 
durations could either be the cause or the result of above average unemployment 
rates. 


The greatest obstacle to discovering the sources of unemployment has always 
been the lack of independent measures of labor demand, the degree of excess 
demand or supply in some or all labor markets. For example, if deficient demand 
were the source of higher regional unemployment, regional vacancies should 
not exceed unemployment even during times of high levels of aggregate economic 
activity. Because a reliable measure of labor demand is so vital, a regional 
vacancy series was constructed to compare the degree of unsatisfied labor 
demand in each major region. The basic input to the series was a regional 
breakdown of the number of orders placed with the National Employment 
Service /Canada Manpower over the period 1953-1968. Due to boundary 
problems the four provinces of the Maritimes were aggregated to form the 
Atlantic Region and Alberta, Saskatchewan and Manitoba were combined 
into a single Prairie Region. In addition, vacancies were compiled for Quebec, 
Ontario, and British Columbia. Since these numbers represented only a fraction 
of the total vacancies registered in any given area, an adjustment was made for 
what Canada Manpower calls its “‘penetration ratio’’, the ratio of hires made 
through NES /Manpower services to total hires per region. Using a procedure 
adopted by Penz in his study of structural unemployment in Canada, the raw 
vacancy figures were blown up to give an estimate of total regional vacancies. 
The ratio of vacancy V to hiring rates h, each as a fraction of employment, 
indicates the average duration dv of the vacancy series: dy = V /h.3 If N denotes 
NES figures and T is the corresponding total for any region, then, 


Vr || hr 
Vek hated is ths a 


Thus, NES vacancies to total vacancies will be proportional to the ratio of 
NES to total hires, and proportional on a one-to-one basis if the normal 
duration of total vacancies equals the average duration of vacancies placed 
through NES Assuming equal durations may or may not be reasonable. 
On one hand, NES may have received a disproportionate number of orders 
for the more difficult jobs to fill which would tend to lengthen its vacancy 


1 A more extended discussion of this point can be found in a paper by R. Lipsey, “Structural 
and Deficient-Demand Unemployment Reconsidered,” in A. Ross, ed., Employment Policy and the 
Labor Market, University of California Press, Berkeley and Los Angeles, 1967. 

2 P. Penz, Structural Unemployment, Program Development Service, Department of Manpower 
and Immigration, 1969. 

3 Since vacancies and hires are measured on a monthly basis, the proper time dimensions for 
this duration is months. 
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duration. On the other, NES received a larger number of job applicants than 
a single employer, which would tend to shorten NES vacancy durations 
relative to those of private employers. The net effect of these opposing in- 
fluences is not clear. To the extent they do not cancel each other, the absolute 
level of regional vacancies may be biased in either direction although, if the 
extent of bias were constant over time or between regions, period-to-period 
or area-to-area comparisons would be unaffected. Assuming equality in vacancy 
durations, average annual regional vacancies are defined as equal to, 


E 
hr Vn 
Py 


where h; is the average annual hiring rate for all industries per region, E is 
average annual employment per region, Py is the number of average annual 
placements effected through NES offices, and Py/E is the NES hiring rate. 
To convert the vacancy series into a rate comparable to that for unemploy- 
ment, estimated vacancies were divided by the annual average labor force 
L.F. to give the blowup factor, 


EB hr 


Bae ee ee 


from which the vacancy rates in Table XVIII were derived. Average annual 
unemployment rates U for each region are also listed in Table XVIII. 


Vacancy estimates end with 1966 when DBS discontinued collecting ac- 
cessions and separations data. Vacancy rates for each region were regressed 
on regional unemployment rates to yield a more precise relationship between 
these two variables for the period 1953-65. These equations, which are reported 
in Table XIX, were used to obtain vacancies for the later period 1967-69. 


Because there are some theoretical grounds for believing that the correct 
form of this relationship should be curvilinear, the equations were initially 
specified in log form. Log transformations of the variables, however, gave 
poor results, a finding which may be attributable to the absence of extreme 
observations where non-linearity becomes increasingly important. Therefore, 
the expectation that the relationship would approximate a rectangular hyper- 
bola (V.U. = K, a constant) was not confirmed by the data. A negatively sloped 
straight line gives a much better approximation and most likely results from 
the absence of extreme observations for either V or U. 

Since the stability of this relationship is of some interest, a simple time trend 
was added to the unemployment rate as an independent variable. As can be 
seen from Table XIX, except for Ontario with a small positive trend, the time 
trend did not come close to being significant in any region and had little effect 
on the size of the coefficient for the unemployment variable. Considering how 
few annual observations were available for these regressions, the relationships 
are reasonably sturdy and offer a basis for further analysis. 

At this juncture it seems worthwhile to consider what the position and slope 
of the V — Ucurve may reveal about the functioning of regional labor markets. 
To begin with, turnover characteristics of the labor force affect the V — U 
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TABLE XIX 


Regional Vacancy—Unemployment 
Regressions, 1953-66 


Set I 
V K U R2 D.W. Us 
‘Atlantic=-.- 4 ee 8.36 —0.48 0.75 1.17 5.65 


(11.81) (—6.06) 


LOLs egge) keek Seep bree 9.07 —0.74 0.71 be Ze 5.2 
(9.60) (—5.46) 


Ontario 05. ee 5.83 —0.71 0.61 0.82 3.4 
(9.08) (—4.41) 


DY AITICS ese eee eee tetals 6.97 —0.97 0.55 1.42 3.52 
(8.55) (=—37-95)) 


Pacific 40 eae 4.55 —0.39 0.66 3h 64%, 
(9.40)  (—4.95) 


Set II 

V K U t R2 D.W. Us 

Atlantion AAs 8.39 —0.42 —0.07 0.77 1.38 5.9 
(12.30) (—5.05) (1.36) 

Quebeci2. 32 nee 9.07 —0.74 0.0008 0.68 1.22 52 
(9.14) (—4.76) (0.01) 

Ontario 4 2 ee eae —0.82 0.14 0.89 3.01 2.9 
(14.83) (—9.45) (5.52) 

Prairies 2). 25. eee 6.96 —1.14 0.08 0.58 1.60 4.1 


(8.85) (—0.423) (1.35) 


Pacifictan Sr thks AS). 0) 40 0.01 0.63 1.30 3.23 
(8.65) (—4.55) (0.27) 


Norte: (1) In the first set of equations I, constructed regional vacancy rates were regressed 
against regional unemployment rates. In the second set of equations II, a time trend was added. 


(2) R2 is the adjusted R2; D.W. is the Durban-Watson statistic. 


(3) Us in the last column is the approximation to a full employment unemployment rate in each . 
region. This approximation is derived by setting the unemployment rate equal to the vacancy rate in 
the regression equation. In the second set of equations the time trend has been ignored in making 
this calculation because it is insignificant in all regions except Ontario. For Ontario the significant 
time trend is difficult to interpret because it implies a continuing deterioration in the province’s 
unemployment rate. The poor Durban-Watson statistic for this region also throws some doubt on 
the estimates for the province. It is probably safe to bet that the calculated rate of 2.9 per cent under- 
estimates the full employment rate in the province. 
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FIGURE 6 


Regional Vacancy /Unmeployment Curves: 1953-1966 
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relationship. Voluntary quits reduce employment and increase unemployment 
and vacancies by the same amount assuming that participation rates remain 
constant. Involuntary quits affect employment and unemployment by equal 
and in opposite amounts but without any direct influence on vacancy levels. 
On the hiring side of the labor market, new hires reverse the sequence of events 
associated with voluntary quits (employment and vacancies up, unemployment 
down) while rehiring probably does the same for involuntary quits (employment 
up, unemployment down and no change in vacancies). Unfortunately, Canadian 
turnover data are not detailed enough to test these propositions. But if they are 
generally accurate, they suggest that a region with higher than average voluntary 
quits and greater than average difficulty in matching job seekers and openings 
will have a V — U relationship displaced farther from the origin than that 
for other regions. Similarly, the V — U relation of regions with greater-than- 
average demand deficiency should have a shallower slope than those for regions 
with less-than-average demand deficiency. When demand and vacancies in- 
crease in a region with above-average demand deficiency, vacancies should be 
filled at faster rate there than elsewhere. These implications are consistent with 
those discussed earlier in chapter three. 


From Table XIX and Figure 6, it is evident that the curves for the Atlantic 
provinces and Quebec are displaced farthest from the origin in the V — U 
space. Differences in displacement among British Columbia, the Prairies and 
Ontario are relatively small, but relatively large between this group and the 
other two regions. Both Quebec and the Maritimes have shallower slopes than 
either Ontario or the Prairies. This evidence suggests that a ranking of regions 
by labor market efficiency would set the Quebec and Atlantic regions in a 
group with the poorest performance compared with the other three regions. 
While British Columbia has the lowest intercept, it also has the smallest slope, 
contrary to expectation. One possible explanation of this discrepancy may 
be that the ease and desirability of migration into British Columbia prevents 
any increase in labor demand and employment from being fully reflected in a 
lower unemployment rate. Excess labor supply in B.C. may be realized more 
during high levels of growth in labor demand than during normal ones, or it 
may be largely independent of the level of labor demand.4 


To study the pattern of regional demand diffusion and distinguish between 
demand deficiency and labor market inefficiency as separate causes of regional 
unemployment, the V — U ratio at which regional labor markets are in equi- 
librium needs to be specified. As an exercise, regional full employment is 
defined as the level of unemployment at which unemployment and vacancy 
rates exactly offset each other. These equilibrium unemployment rates may 
be measured by adding a 45° line to Figure 6 by solving the equations in Table 


4 J. T. Montague and J. Vanderkamp, A Study in Labor Market Adjustment, Institute of In- 
dustrial Relations, University of British Columbia, 1966. The authors note that while the unemploy- 
ment rate in B.C. declined from 10 to just over four per cent between 1961 and 1965, immigration to 
the province from other provinces reversed from a net outflow of 1,000 in 1961 to an inflow of 25,000 
in 1964-65. At the same time, immigration from foreign countries increased from one to six thousand. 
(See page 20.) 
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XIX for U when U = V. The notion of an equilibrium unemployment rate 
implies that wage changes at this rate would neither accelerate nor decelerate 
and that approximate balance between demand for and supply of labor would 
produce a steady rate of wage increase of three to four per cent per year. 


Aggregate wage-unemployment data tend to confirm the reasonableness of 
this full employment criterion. In 1964 average wage changes were slightly 
under four per cent and the national unemployment rate was 4.7 per cent. If 
that year can be considered one of approximate full employment when ag- 
gregate demand pressures were neither excessive or deficient, vacancies were 
roughly equal to unemployment in Ontario and the Prairies and less than 
unemployment elsewhere. Since wages were increasing at about the same rate 
in all regions, equating vacancies and unemployment in all regions is a proce- 
dure which assumes that wage changes in the higher unemployment regions 
would not increase if equality of vacancies and unemployment were achieved 
through higher labor demand there. According to this criterion, the removal 
of deficient demand in the Atlantic, Quebec and Pacific regions would have 
reduced their unemployment rates by two, one and two percentage points 
respectively.5 These are maximum gains for if areas of high unemployment 
are in equilibrium at lower V — U ratios, increased labor demand would be 
dissipated in higher wages instead of lower unemployment. 


Unemployment rates derived from the equality of vacancies and unemploy- 
ment are termed structural unemployment rates since the region cannot exper- 2 
ience lower unemployment rates without an excess demand for its labor and 
higher-than-average wage increases, unless Manpower policies shift the V — U 
relationship inwards. Measured in this way, regional structural unemployment 
rates are about 5.7 to 5.9 per cent for the Atlantic area, 5.2 per cent for Quebec, 
2.9 to 3.4 per cent for Ontario, 3.1 to 3.5 per cent for the Prairies, and 3.3 per 


5 Although equality of vacancy and unemployment rates seems a reasonable definition of 
labor market equilibrium, it may not be entirely adequate according to recent work on the theory 
of frictional unemployment and job-finding. cf. C. Holt, “Improving the Labor Market Trade-Off 
between Inflation and Unemployment,” American Economic Review, May, 1969. 


No matter what the level of overall labor demand, along the vacancy-unemployment curve 
generated by the operation of the regional labor market, total hirings and total quits, corrected for 
the trend growth of employment, will tend to balance each other. Ignoring movements in and out of 
the labor force, the product of the turnover rate and the average duration of unemployment equals 
the unemployment rate, T d® = U; and the product of the hiring rate and the average duration of 
vacancies is equal to the vacancy rate, H dv = V. Therefore, as hires tend to equal quits, the ratio 
of V to U is proportional to the ratio of the average duration of vacancies to the average duration 
of unemployment. 


Thus a 45° line applied to Figure 6 implicitly assumes that the average duration of vacancies and 
unemployment is equal. However, if the average search time were longer in the Maritimes than in 
Ontario so that it is easier for employers to fill jobs than for the unemployed to find them, the 
equilibrium line might be greater than 45° for Ontario and less than 45° for the Maritimes. Cor- 
respondingly, the amount of structural unemployment measured in Ontario should be adjusted 
downwards while that for the Maritimes should be adjusted upwards. Thus, the new revisions in the 
UIC Act extending the duration of benefits in high unemployment areas may be justified in terms 
of the longer search process in these areas. 


Another possible defect in the measurement should also be noted. If employers in Quebec and 
the Atlantic area felt that suitable employees were not available to fill their vacancies, they may have 
been more reluctant to place job orders with NES than employers in other regions. This behavior 
would impart a downward bias to the vacancy series for the Maritimes and Quebec so that what 
appears to be a demand problem would really be a structural one. There is no information to de- 
termine the importance of this phenomenon. 
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cent for British Columbia.° This means that neither the goal of equal regional 
unemployment rates nor the belief that they are a “natural” condition of the 
Canadian economy are at all realistic.? These differentials are not inevitable. 
With special efforts on the part of manpower policy they could be reduced or 
removed. In the meantime, their existence and the limitations they impose on 
ageregate demand policies should be recognized. Furthermore, the spread in 
these regional rates implies that an aggregate unemployment target of three 
per cent is not attainable if wage inflation is to be avoided. 


There are numerous reasons why labor markets appear to function less effi- 
ciently in Quebec and the Maritimes. Some inefficiency, no doubt, is attributable 
to inadequate training and education of the labor force, giving rise to the 
coexistence of unsatisfied vacancies for skilled labor with unemployment among 
unskilled workers. In some industries technological change has reduced the 
demand for unskilled labor as the power chain saw did in most logging opera- 
tions. Labor immobility is another important factor which can be illustrated 
by the abandoned mining community on Belle Isle and married female fishplant 
workers on the New Brunswick coast who would not find it worthwhile to look 
for jobs elsewhere during the off-season. To some extent our institutional 
arrangements for assisting adjustment encourage this immobility. Many low 
skilled vacancies for maids and commission salesmen, for instance, either go 
unfilled or are satisfied only briefly because their low rates of pay make them 
unattractive relative to a continued search for better jobs, or to unemployment 
insurance and welfare. Instances have been noted in all parts of the country 
where welfare clients seek only part-time work to supplement their income 
because acceptance of a full-time job would mean a loss of income. Employers 
in the Quebec-Atlantic region allege that seasonal unemployment insurance 
benefits have had the effect of contributing to a winter labor shortage in the 
cutting of pulpwood. Other industries may have experienced similar problems 
of labor supply. These are only a few of the many different sources of labor 
market inefficiency, some of which seem to impinge with special severity on 


6 The newly instituted Job Vacancy Survey of Statistics Canada will permit a check on these 
measurements as the figures accumulate. At time of writing, only the third-quarter figures for 1971 
are available and these are consistent with the results above. Because of the very rigid definition of a 
vacancy in the Survey, the absolute vacancy rate calculated by Statistics Canada is substantially 
below the rates reported here. This definitional difference, however, does not affect inter-regional 
comparisons. For the third quarter of 1971 the Atlantic region had a slightly higher than average 
vacancy rate for full-time jobs and the highest long-term vacancy rate of any region. Quebec, on the 
other hand, had the lowest vacancy rate of any region. For the Atlantic area the combination of 
above-average unemployment duration and long-term vacancy rate may mean that the 45° line is an 
approximation to labor market balance. 


7 An attempt was made to introduce a wage dimension into the picture by estimating the 
“natural” unemployment rate in each region. This rate is the one at which wage changes are independ- 


ent of the level of regional unemployment. The specification was of the form Wi Wi-1 =a+t+b 


Ui where W; is the annual rate of wage change and Wi-j is the same variable lagged one year. The 
results are not reported because it was obvious that the data do not conform to this long-run equi- 
librium concept. For what they are worth, the results generated natural rates (equal to —a/b above, 
of eight to nine per cent in the Atlantic region, 7-7.5 per cent in Quebec, 44.2 per cent in Ontario) 
3.54 per cent in Manitoba, 2.6-3 per cent in Saskatchewan, 2.2-3.5 per cent in Alberta and 5.3—-5.6 
per a in British Columbia. The results were sensitive to both the time period and the wage series 
used. 
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the Quebec-Atlantic regions. More evidence on the matter is presented in the 
next section of this chapter. 


Differences between Ontario and the regions east appear to be much larger 
(i.e., two to three per cent greater) for structural unemployment than demand 
deficiency. In 1964 the observed rates of unemployment were 3.2 per cent, 
6.3 per cent and 7.8 per cent respectively for Ontario, Quebec and the Atlantic 
region. If 5.9 per cent and 5.2 per cent represent the structural full employment 
rates of unemployment in the Atlantic area and Quebec respectively, then 
about 60 per cent of Ontario-Atlantic gap in unemployment rates and 65 per 
cent of the Ontario-Quebec gap stem from differences in labor market efficiency. 
As a rough order of magnitude, at least two thirds of the unemployment differ- 
ential between Ontario and the Quebec-Atlantic area reflect differences in 
labor supply characteristics rather than differences in labor demand. In terms 
of the objective of equalizing regional unemployment rates, the numbers suggest 
that for a given cost there may be a larger scope, and perhaps payoff, to Man- 
power policies than to demand shifting policies. This, however, is casual specula- 
tion since there are no firm estimates of the long and short-run costs of levelling 
out unemployment differentials by either means. 


The analysis permits a crude assessment of the ability of regional demand 
shifting measures to reduce the economy’s “natural” rate of unemployment.’ 
It is worthwhile to ask, under several assumptions about full employment in 
each region, what the aggregate unemployment rate would be if selective demand 
measures were to hold each region at full employment, compared with what it 
would be if only Ontario, the industrial heartland, were to operate at full 
employment. The difference between the two calculations provides a measure 
of the cost of inadequate regional demand diffusion in terms of a higher national 
unemployment rate. The second phase in the comparison involves a higher 
level of aggregate demand than the first. Specifically, in the second phase an 
increase in total demand is channeled exclusively to regions experiencing 
deficient demand through some type of expenditure-switching policy and 
results in a lower national rate of unemployment at the same aggregate rate of 
wage change. 


The first calculation takes a weighted average of structural unemployment 
rates in each region: 5.6 per cent for the Maritimes, five per cent in Quebec, 
2.9 per cent in Ontario, three per cent on the Prairies and 3.3 per cent for British 
Columbia. These rates were applied to the 1969 data on annual average labor 
forces per region. Expressed in thousands, they were 654, 2,290, 3,032, 1,351 
and 836 respectively. This yields an optimistic lower boundary on the national 
rate of 3.76 per cent. It is optimistic since it operates in the low range of structural 


8 A “natural” rate is defined as the lowest rate consistent with any steady rate of inflation and is 
a function of the efficiency with which labor markets match workers and jobs. For a given region 
this rate has been assumed equal to the rate obtained by equating vacancies and unemployment. 
However, for the country as a whole it would be that rate at which wage changes begin to acceler- 
ate, and would be a function of both the degree of regional demand deficiency and regional labor 
market efficiency. The object here is to determine in a crude way the quantitative importance of that 
part of the natural rate which is due to regional demand deficiency. 
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unemployment rates for each region and assumes that demand management 
policies are skillful enough to remove regional labor market imbalances by 
keeping V close to U in each region. A higher alternative estimate assumes 
demand management policies are not so skillful and arbitrarily adopts 7.5 
per cent, 5.5 per cent, 3.3 per cent, three per cent and 4.5 per cent as attainable 
employment targets for the Maritimes, Quebec, Ontario, the Prairies, and British 
Columbia respectively. This estimate allows for continued poor investment 
performance in Quebec and the Maritimes and for substantial migration into 
British Columbia. The result is a national rate of 4.33 per cent. In many ways 
the key to calculating a feasible national rate turns on the future prospects of 
Quebec. If, for instance, Quebec were to behave more like Ontario than like 
the Maritimes—if its structural rate were reduced from five to four per cent— 
the first calculation would become 3.48 per cent. That is, a one per cent decline 
in Quebec’s unemployment rate would reduce the national rate by slightly 
more than one quarter of one per cent. 


The second calculation focusses on the year 1964 when vacancies and un- 
employment were in approximate balance in Ontario while other regions 
apparently experienced deficient demand. Using observed regional unemploy- 
ment rates for 1964 on the 1969 labor force figures gives a national unemploy- 
ment rate of 4.66 percent. This figure, compared to the earlier estimate of 3.76 
per cent, suggests that regional labor demand imbalances, or the incompatibility 
of simultaneous full employment in all regions, add about 0.9 per cent to the 
national unemployment rate. In effect, this measures the cost of market failures 
and frictions which impair the uniform diffusion of aggregate demand across 
regions, and the potential gain from implementing a regional fiscal policy. 
The gain is potential because our ignorance about interregional trade patterns 
would likely preclude achieving full employment in all regions. If a regional 
fiscal policy were capable of reducing the national unemployment rate by 0.5 
per cent for a given rate of wage increase, it would be doing well given the 
slippage that would flow from imperfect knowledge of regional expenditure 
multipliers. 


REGIONAL CHARACTERISTICS OF LABOR 
MARKET TURNOVER 


The vacancy-unemployment curves derived in the last section should bear a 
close relationship to the nature of the labor force turnover in the various regions. 
Ignoring flows into and out of the labor force, regional unemployment equals 
the product of the flow of people from employment into unemployment (the 
number of separations) per period and the average duration of unemployment. 
The level of regional vacancies on the other hand, is equal to the product of 
the flow from unemployment to employment (the number of hires) per period 
and the average duration of vacancies. Allowing for a trend rate of growth in 
employment and the labor force, the hire flow from unemployment equals 
the separation flow into unemployment in a stochastic equilibrium where un- 
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employment is constant. This equilibrium condition is normally satisfied from 
one month to the next because the flows through the stock of unemployment 
are large relative to changes in the size of the stock. Thus, for a given ratio of 
vacancies to unemployment, the level of both vacancies and unemployment 
will be higher in a region if it experiences either high turnover or longer dura- 
tions for unemployment and for vacancies, or both. 


Turnover and duration data provide a useful dimension for comparing dif- 
ferences in regional labor market efficiency. Duration data are notoriously 
weak but fortunately a series is available on regional hiring and separation 
rates. The series begins in 1953 and ends in 1966 when DBS terminated the 
Survey.2 The regional breakdown of the series is presented in Table XX where 
two features are especially noteworthy. The first is a tendency for the turnover 
rate in all regions to decline over time. This probably reflects the diminishing 
importance of seasonally sensitive industries and sectors in the aggregate. The 
second is that the higher unemployment regions (the Atlantic provinces, Quebec, 
and British Columbia) have higher rates of turnover, the Atlantic area having 
the highest rate. On an industry basis, monthly variation in the hires and 
separations for forestry, manufacturing and construction was largest in Quebec 
and the Atlantic region. 


The higher separation rates in British Columbia and the eastern regions do 
not explain, however, all the observed variation in regional unemployment 
rates. Using Ontario as a comparative base, Table XXI shows the ratio of 
regional separation and unemployment rates to those in Ontario. If the average 
duration of unemployment were the same for other regions as for Ontario 
the two rates would be about equal. Table XXII shows the average duration 
of unemployment as significantly higher in the Atlantic region, Quebec, and 
British Columbia, and slightly lower on the Prairies than in Ontario. These 
comparisons imply that the average unemployment duration is about 88, 51, 
and 18 per cent longer in the Atlantic provinces, Quebec and British Columbia, 
respectively, than in Ontario. 


These differences are undoubtedly biased upwards, in some cases strongly 
so, since many separations are either movements out of the labor force or 
direct transfers from one job to another instead of into unemployment.!° 
This is particularly true for separations of a seasonal nature and, as indicated 


9 The absolute magnitudes of the hiring and separation rates in each region are doubtful. In 
any year the difference between the two rates should approximate the rate of growth in employment. 
Yet in/all regions the average difference between the two rates is less than 0.35 per cent. Either hiring 
rates are underestimated or separation rates are overestimated. From the description of the data 
collection procedure, it seems the former is probably the case due to the exclusion of casual hiring. 
This bias, however, should not have an important effect on the interregional comparisons in this 
section. 

The turnover data covered about 70 per cent of the labor force, the main omissions being govern- 
ment workers and employers with fewer than ten employees. 

10 This suspicion is confirmed by Labor Force Survey data for 1964. For 1964 the average 
duration in weeks was 21.7 for the Atlantic area, 17.7 for Quebec, 14.4 for Ontario, 15.8 for the 
Prairies and 14.7 for B.C. Thus, average duration was 50, 23 and 2 per cent higher in the Atlantic, 
Quebec and B.C. areas respectively than in Ontario. Cf. T. Courchene, An Analysis of Canadian 
Regional Economic Characteristics with Special Emphasis on Regional Unemployment Rates, Research 
Report 7015, University of Western Ontario, London, Ontario, April, 1970, p. 31. 
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TABLE XXI1 


Regional Separation and Unemployment Rates 
as a Fraction of Rates in Ontario, 1953-66 


arc rE nnn nS 


Atlantic Pacific 
Provinces Quebec Prairies Region 
Year Si [Sont Ui [Uont Si [Sont Ui [Uont Si [Sont Ui [Uont Si [Sont Ui [Uont 
owiiets 52S Le a a a es a aeatinle  e 
1953. yare.5s.. 1.4690 2.6890 1.3017 1.8425 1.2397 0.8740 1.3914 1.8898 
LOS4R ster eeas, « 1.6174 1.7028 1.327291. S754 1.2255 0.7240 103937) 123355 
‘TA fa roe earn 1.6533 2.1310 1.37747 1.9332 1.2586 0.9973 1.4157 1.1604 
bb) oe Oe see 1.5070 2.4750 1.3392 2.0500 1.2640 0.8250 1.4913 1.1143 
TOSI en..5.. 1.4091 2.4610 1.3427 1.7494 1.2902 0.7612 1.4633 1.4610 
1958-7853: 1.4385 2.3446 1.2712 1.6569 1.2462 0.7508 1.2942 1.6185 
1959 tae 1.4627 2.4792 1.2819 1.7453 P2210 BORIS 77 1.2838 1.4358 
19608 ees 1.5309 1.9377 1.3359 1.6641 1.2548 0.7888 1.3166 1.6033 
LOG tener. 2: 1.5706 2.0943 1.3170 1.6878 1.2658 0.8794 1.3149 1.5410 
1907 fake 1.5039 2.5293 1.3287 1.7461 1.2165 0.8706 1.244 1.5547 
1963.2 s. 1.4960 2.5188 1.3024 1.9690 1.1917 0.9712 1.2569 1.7051 
1964 eee. 1.4585 2.4293 1.3281 1.9434 1.2036 0.9563 1.3300 1.6375 
196584e"..<%. 1.3071 2.8533 1.2266 2.1433 1.2022 0.9900 1.3352 1.6667 
19664eesies:: 1.3498 2.4869 1.3584 1.8529 1.3691 0.8170 1.5021 1.7974 
eS ee re eee ee ee eee 
1953-1966: 
Average 
Hirings 
Minus 0.19857 0.32786 0.27786 0.16500 
Separations 
otic | A ea ae ee ne Se 
(Ontario 
= 0.24) 


a 3 Oe See 


in the next section indicates, seasonal unemployment is more severe in the eastern 
regions. Some unpublished statistics from the Labor Force Survey on unem- 
ployment duration in Ontario and the eastern regions for the period 1966-70 
are presented in Table XXIII. They are probably downward biased due to 
the arbitrary assumptions under which different duration intervals were com- 
bined into a summary measure of duration. For most years, the average dura- 
tion of unemployment was 20 to 30 per cent higher in the Atlantic region and 
Quebec than in Ontario. The average duration in Quebec appears to have 
increased relatively over this five-year period, a trend consistent with the grow- 
ing disparity between unemployment rates in the two provinces. 

Despite weaknesses in the duration data, the information available on re- 
gional hires, separations, unemployment and vacancies is sufficient to permit 
empirical estimation of regional, vacancy-unemployment relationships. The 
purpose of this estimation is to determine whether the turnover characteristics 
adequately explain the directly derived vacancy-unemployment curves of the last 
section. If they do they reinforce previous conclusions about the nature of 
regional unemployment differences. 
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TABLE XXII 


Unemployed Duration Estimated as a Fraction of Duration 
in Ontario (Per Cent) 


Year Atlantic Quebec Prairies Pacific 
iL ete PAU. De: chan Sam ae 122.0 54.8 —36.6 49.8 
he io ire ah eave ee Petite Meal 8.54 24.8 —50.1 —5.82 
pS me ee ee eee cee snap 47.7 55.6 —26.1 —25.5 
| eS Ses ake ces eb iy hed 96.8 71.8 —43.9 —37.7 
ROD Te A ee ek s.. eee e 105.2 40.7 —52.9 —0.023 
DISS a eke ee eee 90.6 38.6 —49.5 32.4 
LOS Oey athe Bsc. eee 101.6 46.3 —48 .3 15:2 
LOGO 2S Bi teat... 40.7 32.8 —46.6 28.7 
LOGIE i Scctun ans Bate arene 52.4 Sie — 38.6 22.6 
L9G22 Fa. tin tet eee 102.5 41.7 —32.6 3181 
LE Le Sheth aan ame a BA a ve, eed! 102.3 66.7 —22.1 44.8 
19647 Ea Se ee ee 97.1 61.5 —24.7 30.75 
1G en eee 148 .3 91:7 —21.2 33.1 
$966 2 OOS ae ar ee 11327 49.8 —55.2 29°) 
AVClage: 2 an ee ee 87.8 50.9 —39.2 17.78 
Standard Deviation................ 35.8 17.03 Hie 24.87 
Coefficient of Variation.......... 0.41 0.334 0.294 1.39 


Note: The difference, in percentage, between the unemployment and separation ratios in Table 
XXI provides these estimates of the percentage difference in unemployment duration between a 
given region and Ontario. 


The model is described along the lines of the discussion in chapter three 
on the relationship between the Phillips curve and turnover. The regional 
hiring rate in any month is explained by the number of potential job 
matches (vacancies times unemployment) in the preceding month plus, in 
some cases, additional lag terms for vacancies and unemployment designed 
to capture rate of change effects. For example, if the unemployment rate has 
been falling from one month to the next, this may act as a signal for employers 
to increase their hiring now before the labor market tightens further. Alter- 
natively, since seasonally unadjusted data are used, the rate of change effects 
may register seasonal rhythms in the level of economic activity. In logarithmic 
form, the hiring rate is expressed as In Ht = In Ky + u In U-1 + Vv In V-4 
where In Ky is a parameter measuring the efficiency of job search in the labor 
market, and u and v are the elasticity of hires with respect to the unemploy- 
ment and vacancy rates, respectively.1! With additional lag terms the formula- 


11 The parameters u and v are expected to lie in a range bounded by zero and unity if they are to 
have a meaningful interpretation. 


98 REGIONAL DIMENSIONS OF INFLATION AND UNEMPLOYMENT 


TABLE XXIII 


Average Unemployment Duration by Eastern Province (Months) 


New- 

New- found- Nova 
Brunswick land Scotia Quebec Ontario 
1966071 sticO Sots. es ee 2.1936 2.4302 2.1419 2.2466 2.0443 
2nd O sate ee 2.7716 3.0581 2.7139 2.6341 2.0243 
ATO) een een ee acess 1.8577 1.6818 2.0321 2eO551 1.7455 
SHY Oe ee See eee 1.6795 2.0871 2.0594 2.4325 1.9061 
PAVETAQC ee tone ee esas (1.9985) (2.0093) (2.2316) (2.4837) (1.9343) 
1 eT send bo tok © Deere ine sent ar nctet ements erode! 2.1454 2.4186 2.2421 222313 1.8199 
BndiO 44.4, Mites. cee oot tate 2.8702 3.5266 2.6864 2.5472 1.8527 
STOO itary eo eral 1.7679 2.3795 2.2091 2.8729 1.8962 
#14 BY PON a nt 1.5735 2.6774 1.8088 2.5391 1.8655 
Jo EN ale eon tenance tenn natind (1.9429) (2.5452) (2.2334) (2.7429) (1.8686) 
PGR er SUM ne tere 2.4141 2.5766 2.2736 2.4680 2.2444 
DIN) ren one eee ar ce 3.2077 3.4386 2.9320 2.9018 2.4382 
TC) er ee ore eee 2.4212 2.5953 2.8500 3.1540 2.2813 
Atlin Oe coe ee eee eee cress 1.8141 2.8868 2.1089 2.6521 2.1005 
PA VCTA GOS We ree ie noes. (2.4406) (2.8804) (2.5112) (2.9618) (2.2089) 
1969 ists OS eae 2.4776 2.6579 2.4059 3.1494 2.3679 
ONT OR. few ee 3.0976 3.2397 3.2311 3.2942 2.3427 
Bids OF eee. ke 2.4595 2.7407 3.0758 3.5184 2.2242 
LTE ee ne 1.8111 2.1908 2.1261 3.0225 2.1483 
A VELAGC Eee ten tices (2.5238) (2.7286) (2.6997) (3.2373) (2.2055) 
1970 mr Ste QO 2) ie, cre ae 2.4830 2.8828 2.4103 3.0971 2.2506 
Brit Qi As BAe coke 321375 3.3148 2.8675 Spa iff 2.4653 
Zhe hal © Lane Rip prune eeeent enn mee ere 2.7885 2.9176 3.3952 3.3333 2.6003 
Te SEY Le Shee eens fee ee (2.7735) (2.9624) (3.1931) (3.3221) (2.5451) 


se ee a ee 


Source: Unpublished Labor Force Survey Information, Statistics Canada. 


Note: (1) Average Duration was calculated as twice the number unemployed 1-3 months 
plus five times the number unemployed 4—6 months, plus nine times the number unemployed more 
than six months, all over the total number unemployed. 


tion becomes, for example, In Hi = In Ku + wi In U-1 + Uy In U-»-+vy 
In V-; + vo In V-2 or equivalently, In Ht = In Ku + (u; + U2) In U-y — u2 
(in U-; — In U-2) + (v1 + V2) In V-1 — v2 (in V-1 — In V-,). Where this 
formulation was used, only steady state results were examined by setting the 
other lag terms equal to In U-; or In V-1. 

The separation rate is assumed to be a function of regional labor market 
tightness as measured by the ratio of vacancies to unemployment. In logarithmic 
form the separation rate is expressed as In S = InKs +r In (V /U)-1 where In Ks 
is the probability per period of being detached from employment and r is the 
elasticity of separations with respect to the degree of labor market tightness. 


The equations for hires and separations were regressed against montly data 
for the period 1953-66. All the variables were measured as fractions of regional 
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employment. Employment and unemployment data came from the Labor Force 
Survey while vacancies were compiled from National Employment Service 
(NES) figures for job orders in each region. Because total regional vacancies 
V exceed NES vacancies by the fraction a, a >1 using NES vacancies in- 
stead of the total means that the constant terms Ks and Ky are larger by the 
amount r Ina for separations and V Ina for hires than they would be if the 
unknown total level of vacancies had been used. These errors in the constant 
terms are assumed reasonable stable in size from one region to another. Since, 
as it turns out, r, vand a do not differ a great deal interregionally, this assump- 
tion may not be unwarranted although it does make the precision of the estimates 
less than is desirable.12 


Regression results for the hires and separations equations are given in 
Tables XXIV—XXX. Looking at the Tables XXIV and XXVII it can be 
seen that the elasticity of separations with respect to labor market tightness 
is positive in all regions. This suggests the dominance of voluntary quits over 


12 Jn the derivation of the vacancy-unemployment equations from the turnover regressions, it 
is probable that the bias involved is small. The equations (see Table XXVJ) involve subtracting Ky 
from Kg so that the error components in each constant cancel at least partially. 


TABLE XXIV 


Regional Separations I 


InS Ks In Vo/Uo R2 D.W. 

Atlanticy Vi eee 2.395 0.207 0.34 pd & | 
(56.56) (8.95) 

p7=.0 472554. 2 eae 2.45 0.2414 0.47 1.96 
(37.94) (6.93) 

Qnebec 42 Se eee 2.15 0.14 0.35 1.02 
(79.0) (9.05) 

De 0515 eee eee 2.18 0.164 0.50 2.00 
(49.65) (6.69) 

Ontario = ee eee 1.78 0.121 0.29 0.96 
(90.59) (7.86) 

p= 0754.6 eae ae 1.81 0.146 0.48 1.96 
(53.4) (5.66) 

PYairies |: os.2c8, er cian 1.92 0.15 0.49 1.29 
(176.25) (12.22) 

p=.053 4c 1.92 0.155 0.55 1.82 
(124.15) (9.22) 

Pacificnst. 4 erct 9) as0ree ee 2223 0.183 0.44 1.21 
(75 .27) (10.89) 

p= 0s ee 2.236 0.183 0.46 1.30 
(68 .22) (9.87) 


ny Saleen er, See EIN As eee I Si. Sie ee ee 

Notes: (1) The dependent variable in the regressions is the log of monthly regional separations 
as a fraction of regional employment. Vp and Up are defined as the previous quarterly average of 
unemployment and vacancy rates: Up = U-; + U-2 + U_-3/3; Vo = V-1 + V-2 + V-3/3. 

(2) p is the Hildreth-Lu parameter used to transform the regressions and test for sensitivity to 
autocorrelation. These transformed regressions are given on the second line for each region. 

(3) t-ratios are given in brackets underneath the regression ccefficients. R2 is the adjusted R2 


in the first regression and the unadjusted R2 in the Hildreth-Lu transformation. D.W. is the Durban- 
Watson statistic. 
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TABLE XXV 


Regional Hires I 

InH Ku In Vo In Up R2 D.W. 

iT eS 0.864 0.864 0.35 0.41 1.14 
(7.20) (9.54) (8.33) 

Pes. 4 See 0.945 0.774 0.33 0.52 1.77 
(6.05) (6.70) (5.81) 

GhreveGn 1.45 0.35 0.193 0.23 1.12 
(14.02) (6.80) (4.08) 

pe AG ee Ge ee 1.44 0.35 0.20 0.38 1.91 
(9.88) (4.62) (3.03) 

IUEAT IO aN css seca ec cacandes 1.46 0.30 0.103 0.13 0.73 
(16.53) (4.44) (1.80) 

(i al IGT Sree hak een 1.26 0.43 0.234 0.49 2.09 
(8.45) (3 .54) (2.47) 

Prairies tes fete hares 0.99 0.80 0.291 0.51 1.11 
(13.67) (12.54) (8.68) 

0 O45 so he secadeecs 1.06 0.737 0.27 0.61 1.99 
(10.72) (8.46) (5.88) 

Pacific... ee Aes. Le 1.39 0.71 0.27 0.43 0.82 
(15.57) (10.65) (5.82) 

= OSSk eee ee 1.61 0.48 0.164 0.52 1.42 
(13.53) (5.69) (2.63) 


Notes: (1) The dependent variable in the regressions is the log of monthly regional hires as a 
fraction of regional employment. Vo and Up are defined as the previous quarterly average of un- 
employment and vacancy rates: Up = U-1 + U-2 + U-3/3; Vo = V-1 + V-2 + V-3/3. 

(2) p is the Hildreth-Lu parameter used to correct for autocorrelation. The transformed re- 
gressions are presented on the second line for each region. 


(3) t-ratios are given in brackets underneath the regression ccefficients. R2 is the adjusted R2 in 
the first regression and the unadjusted R2 in the Hildreth-Lu transformation. D.W. is the Durban- 
Watson statistic. 


involuntary separations in all labor markets so that increases in labor demand 
stimulate larger amounts of turnover which keeps the unemployment rate 
from declining as fast as it would otherwise. When the equations are uncor- 
rected for serial correlation, this responsiveness is more pronounced in the 
Atlantic region than elsewhere. Applying the Hildreth-Lu procedure to remove 
serial correlation, however, increased the measure of responsiveness in Ontario 
and B.C. so that the rates in these areas were about equal to that in the Atlantic 
region. Nonetheless, in terms of the size of the turnover flow parameter Ks, 
the ranking of the regions from largest to smallest, (i.e., Atlantic, B.C., Quebec, 
the Prairies and Ontario), was insensitive to the Hildreth-Lu transformation. 


The hires regressions in Tables XXV, XXVIII and XXX, indicate that the 
flow from unemployment, and possibly from other employment, is positively 
related to both the previous unemployment rate and to the number of job 
vacancies in all regions. The sensitivity of hires to an increase in job vacancies 
was greatest in the Atlantic area followed by the Prairies, British Columbia, 
Quebec and Ontario in that order. The responsiveness of hiring to an increase 
in the unemployment rate was considerably less than that for vacancies, but 
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FIGURE 7 


Vacancy-Unemployment Equations (Part B, Table XX VI) 
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TABLE XXVI 


Regional Vacancy-Unemployment Relationships 
A. Parameter Values 


r V U Ks Ku 
PA TlANnUiC. Sener 0.24 0.774 0.33 2.45 0.945 
Onebei cc. se eee 0.164 0.35 0.20 2.18 1.44 
CNTATIO Sees caer 0.146 0.43 0.234 1.81 1.26 
PLAIICS he neces eee 0.155 0.737 0.27 1.92 1.06 
PACU oyna, Pee 0.183 0.48 0.164 2.24 1.61 


B. Vancancy-Unemployment Equations 


PA TIANTIG ete ceeste cee racemes In V = 2.826 — 1.073 In U 
(ONT noe! Sop eeenr is ry eras meres ro chee In V = 3.978 — 1.957 In U 
CNEATIO NS ecco cs ee In V = 1.936 — 1.338 In U 
Prairies Wore tnn coi sueee sce ounces ccs In V = 1.484 — 0.73 In U 
fittest oh; Some ea ieee _ Ses | Mann 2 et 2 In V = 2.108 — 1.168 In U 
Notes: (1) The parameter values are taken from Tables XXIV and Table XXV. 
Ks — Ka 
(2) The equations in part B utilize the parameter values in the equation: In V = ————— — 
r+U V-r 
( in U whose derivation is described in the text. 
V-r 
TABLE XXVII 
Regional Separations II 
InS Kg In (V/U)_1 R2 D.W. 
Atlanticasentiictecncaunransens 2.28 0.139 0.18 0.97 
(52.17) (5.86) 
Dae OS Zersprccdieieencnnvantes 2529 0.150 0.40 1.87 
(35 .99) (4.51) 
UC ORC eee iit ie eerie 2.08 0.097 0.18 0.91 
(72.31) (5.94) 
eh Ue Betis at eee 2.09 0.105 0.43 1.89 
(46 .04) (4.26) 
OntariO.s eect foot dee. 1.78 0.115 0.28 0.88 
(93 .6) (7.77) 
Set OZO ee ee atten tetas 1.83 0.169 0.52 2.01 
(51.91) (6.76) 
[eS Vit (on bases, erate ae PO 1.90 0.114 0.33 1.10 
(156.62) (8.73) 
yy Ae eres cin eee 1.90 0.107 0.46 1e75 
(Sip 5)) (5.87) 
ACHG ae etee cea sa. senataahs ssacvewee ts Ze21 0.169 0.44 1.01 
(81.02) (11.07) 
iy eR fen my octane nner 5 0.184 0.51 1.26 
(69.47) (10.30) 


Notes: (1) The dependent variable is the log of the monthly separations rate. The independent 
variable was the ratio of regional vacancies to unemployment lagged one month. 

(2) p is the Hildreth-Lu parameter used to transform the original regressions. The transformed 
regressions appear on the second line for each region. 

(3) t-ratios are given in brackets beneath the regression coefficients. R2 is the adjusted R? in the 
original regressions and the unadjusted R? in the transformed regressions. D.W. is the Durban- 
Watson statistic. 
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TABLE XXVIII 


Regional Hires 
Ila 

Kg In U-; In V-; R2 D.W. 

WA TLATIC nee ee 1.38 0.147 0.72 0.39 1.05 
(13.702) (3.89) (10.09) 

P= 0-52. = oe 1.49 0.125 0.57 0.54 1.93 
(12.07) (2.48) (7.78) 

OuebeCs oe ee 1.82 0.012 0.29 0.28 1.13 
(20.4) (0.30) (6.40) 

D0 435 ee 1.80 0.02 0.30 0.41 1.99 
(15.53) (0.36) (5.07) 

Ontati0 cea 1.69 —0.05 0.25 0.24 0.82 
(22.85) (—1.22) (4.49) 

pree OF51 roa ae 1.73 —0.06 0.25 0.51 2.06 
(17.96) (—1.52) (3.24) 

Prairies ee ee 1.35 0.06 0.644 0.49 1.28 
(21.69) (2.05) (11.56) 

Oi OTe ee oe 1755 —0.006 0.46 0.58 pl ik’ 
(20.25) (—0.18) (7.02) 

Pacificx:schaa ere 1.79 0.06 0.50 0.41 1.51 
(21.67) (1.27) (8.44) 

IIb 

Atiantic #0.40),.252.. 24 15 0.26 O2712 0.50 1.28 
(12.96) (7.28) (11.53) 

Quebec ®t..2: 2.43 eee 1.56 0.14 0.35 0.35 1.23 
(19.96) (3.72) (9.11) 

Ontario 0 ee eee 1.44 0.11 0.364 0.26 0.83 
(21 .04) (2.39) (7.19) 

0.0559 9 eee 1.42 1.13 0.351 0.51 2.22 
(13 .86) (0.92) (4.91) 

Prairiest2 eee 1.25 0.16 0.65 0.57 1.48 
(25.17) (5.86) (5.86) 

Pacihices i200 ce 1.62 0.15 0.55 0.46 1.52 
(22.84) (3.93) (11.22) 


Notes: (1) The dependent variable is the log of the monthly hiring rate. In Ila, U-1, V-_-1 are 
vacancy and unemployment rates in the region lagged one month; in IIb, Up = U-; + U-2 + U-3/3 
is substituted for u — 1. 


(2) p is the Hildreth-Lu parameter used to transform the original equation. 


(3) t-ratios are in brackets beneath the regression coefficients. R2 and D.W. are the adjusted R2 
and the Durban-Watson statistics respectively. 
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TABLE XXIX 


Regional Vacancy—Unemployment Relationships II 


A. Parameter Values 


r V U Kg Ky 

Atlantic... cccccccccccessseee (1) 0.15 0.57 0.125 2.29 1.49 
| (2) 0.15 0.71 0.26 2.29 1.15 
Cueheccceonel. (1) 0.105 0.30 0.0 2.09 1.80 
(2) 0.105 0.35 0.14 2.09 1.56 
Ontario........cccsceeeeseeeee (1) 0.169 0.25 0.0 1.83 eae 
(2) 0.169 0.35 0.11 1.83 1.44 
Prairies......0.ccecceeeseeee (1) 0.107 0.46 0.0 1.90 1.55 
(2) 0.017 0.65 0.16 1.90 1.25 
PaCifIC.....csccecceceessesseee (1) 0.184 0.50 0.0 2.23 1.79 
(2) 0.184 0.55 0.15 593 1.62 


B. Vancancy-Unemployment Equations 


Atlantic................ (6) ol See. Seen In V = 1.90 — 0.66 In U 
(2) ee ee In V = 2.03 — 0.73 In U 
Quebec73. ee UD aay Pa a eee In V = 1.49 — 0.541In U 
(2) cea encodes In V = 2.16 — 1.00 In U 
OQntarione. es: CL) eestor ees In V = 1.23 — 2.08 In U 
Q)e- ee In V = 2.04 —1.57InU 
Prauies 2 CL) tn er te In V = 0.99 — 0.303 In U 
QQ) ee eee In V = 1.20 — 0.49 In U 
PACiiCee ce nee, Cl) pe eee In V = 1.39 — 0.51 In U 
Q) eco ra In V = 1.67 — 0.91 InU 


Notes: (1) The parameter values are taken from Tables XXVII and XXVIII. 
(2) The vacancy-unemployment equations utilize the parameter values above in the equation 
Ks — Ku ( +U 


V-r 


In V = in U whose derivation is explained in the text of chapter five. 


V-r 


was highest in the Atlantic region followed by the Prairies, British Columbia, 
Quebec and Ontario in that order. At the same time, the parameter for the 
efficiency of job search was always lowest in the Atlantic region and usually 
highest in British Columbia. The Prairies had the second lowest value for effi- 
ciency of job search with Ontario and Quebec usually sandwiched in between 
the Prairies and B.C. When rate of change effects for unemployment and 
vacancies were admitted, (Table XXX) the steady state values of the elasticities 
for unemployment and vacancies were normally lower in all regions than in 
the regressions where there were no lag effects. The dynamic pattern seemed to 
be one in which hirings increased as unemployment was declining and as vacan- 
cies were increasing. In Ontario, unlike other provinces, the elasticity on the 
unemployment rate was zero for most specifications, and hirings were sensitive 
only to the previous rate of change in unemployment. This could reflect a 
tendency in that province for members of the labor force to have a job already 
lined up before they quit their current employment. If so, the fact that quits 
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FIGURE 8 


Vacancy-Unemployment Equations 
(Equation 1, part B, Table XXTX) 
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FIGURE 9 


Vacancy-Unemployment Equations 
(Equation 2, part B, Table XXIX) 
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TABLE XXX 


Regional Hires 
Iila 

In H Ku In V1 InU_2 = InU_3 R2 D.W. 

AtlantiCeres ot es: j hoa Fo 0.63 —0.054 0.32 0.58 1.58 
(15.44) (11.03) (—0.89) (5.41) 

OUeDEC resis. .srssenentivee 1.57 0.28 —0.23 0.38 0.47 1.59 
(24.33) (7.88) (—3.46) (6.03) 

Ontario sentence 1.43 0.31 —0.254 0.385 0.37 1.18 
(24.33) (6.52) (—3.00) (4.94) 

PIAITICS tees eee 1.32 0.52 —0.123 0.297 0.67 1.84 
(31.25) (11.87) (—2.62) (6.50) 

PACHIC (Sie hese ee 1.65 0.45 —0.224 0.363 0.53 1.44 


(26.55) (9.20) -—2.63) 


Iib 

in Kea InV, mUy, mU_;3 R2 D.W. 

Atlanticn5:25.0.c os 1.22 0.61 —0.06 0.31 0.58 1.59 
(14.11) (9.92) (—1.50) (8.38) 

QUEDEC.... oe ecccccccetssttttteesee 1.73 0.203 —0.24 0.314 0.52 1.73 
(23.7) (5.30) (—5.45) (8.72) 

Ontario. Secs ee 1.63 0.16  —0.405 0.404 0.51 1.32 
(27,26) SG 4l) EC 754 OD 

Prairies.......cccccccccscssseeeeeee 1.45 0:47 e017 0.294 0.71 1.82 
(30.06) (8.82) (—5.40) (10.68) 

Pacific. sane 1.82 0.32 —0.303 0.356 0.58 1.26 


(26.03) (5.81) (—5.21) (7.96) 


IIIc 

In H Ky In Vip in.U24 sin US inves R2 D.W. 

Atlanticns= 1.25 0.59 —0.117 0.10 0.255 0.58 1.59 
(13.37) (9.39) (—1.46) (0.82) (3.47) 

Quebec ye 1.79 0.18 —0.396 0.26 0.18 0.535 1.84 
(22.82) (4.56) (—4.60) (2.10) (2.44) 

Ontarioee ee ee 1.66 0.15 —0.58 0.345 0.225 0.54 1.35 
(28 .29) (3.31) (—7.65) (3.24) (3.24) 

Prairies) -= eee 1.48 0.39 —0.297 0.213 0.186 0.72 1.83 
(30.31) (8.31) (—5.53) (2.87) (4.00) 

Pacific scene 1.84 0.31 —0.423 0.218 0.244 0.59 1.32 


(26.03) (5.61) (—4.78) (1.79) (3.18) 


Notes: (1) The dependent variable is the log of the monthly hiring rate. V-; is the vacancy rate 
lagged one month while U-;, U-2, and U-3 are unemployment rates lagged one, two and three 
months respectively. 

(2) t-ratios are in brackets beneath the regression ceefficients. R2 is the adjusted R2 and D.W. is 
the Durban-Watson statistic. 
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TABLE XXXII 


Regional Vacancy—Unemployment Relationships I 


A. Parameter Values 


r V U Kg Ku 

Atlantiqwe cc (1) 0.15 0.63 0.266 2.29 1.17 
(2) 0.15 0.61 0.25 2.29 1.22 

(3) 0.15 0.59 0.24 2.29 Lezs 

QuebDeCH tnt (i) 0.105 0.28 0.148 2.09 1.57 
(2) 0.105 0.20 0.074 2.09 1.73 

(3) 0.105 0.18 0.043 2.09 1.79 

Ontario ears (i) 0.169 0.31 0.131 1.83 1.43 
(2) 0.169 0.16 0.0 1.83 1.63 

(3) 0.169 0.15 0.0 1.83 1.66 

IPPAITIES 2.03 el. eso (1) 0.107 0.52 0.174 1.90 1.32 
(2) 0.107 0.42 0.124 1.90 1.45 

(3) 0.107 0.39 0.102 1.90 1.48 

Pacificne:.. shee caees (1) «0.184 0.45 0.14 Qe2a 1.65 
(2) 0.184 0.32 0.05 2.23 oe 

(3) 0.184 0.31 0.04 223 1.84 


PAL AntCe er: Ci) ee In V = 2.33 — 0.87 In U 
(2) er ee: In V = 2.33 — 0.87 In U 
GB) P82 In V = 2.36 — 0.89 In U 

Quebec.............00+ 6 hase nee te In V = 2.97 — 1.441n U 
(2) ere: In V = 3.78 — 1.83 In U 
(3) Sen e ee In V = 4.00 — 1.91 in U 

ONntati0n CL) ert ce ere In V = 2.83 —2.12InU 
S) 14 Dine Va Soh (V—r) < 0 
(3c) etn cetera: (V—r) <0 

PEA eS eee (1) errs ie In V = 1.40 — 0.68 In U 
(2) ee: In V = 1.43 —0.74In U 
(Ea Cs eens In V = 1.48 — 0.74In U 

Paciticrss... 00.200, (lyre See et In V = 2.18 —1.22InU 
(2) eee oe. In V = 3.01 —1.72In U 
(3) ees. In V = 3.09 — 1.78 In U 


Notes: (1) r, Ks are the same as in Table XXVII. 
(2) Values from u, v, and Ku are from Tables XXX. 
(3) Vacancy-unemployment equations utilize the parameter values above in the equation: 
Ks — Ka — /fu 
In V = ——— —- in U whose derivation is explained on page 111. 
v-r v-r 


REGIONAL LABOR MARKET EFFICIENCY 109 


FIGURE 10 


Vacancy-Unemployment Equations 
(Equation 1, part B, Table XXxX1) 
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and hires tend to occur without an intervening period of unemployment could 
be important in explaining the relatively low unemployment rate of that province. 

By combining the equations for hires and quits an equilibrium vacancy- 
unemployment equation is derived for each region of the form, 


Ks — Ku r+u 
in V = ————_- -— Jiu. 
v-r v-r 


This equation was calculated using parameter values from each of the six 
specifications for hires and separations and results in the six equations shown 
in Tables XXVI, XXIX and XXXI. Along a 45° line for any specification it is 
apparent that the level of both vacancies and unemployment in the Atlantic 
and Quebec regions is relatively larger than in other regions, indicating a greater 
degree of labor market inefficiency in the former areas. By this criterion Ontario 
and sometimes British Columbia, have the most efficient labor markets. Curi- 
ously the unemployment rate for the Prairies is sometimes higher than that for 
B.C. for a given level of vacancies and it could be that the experiment is a 
failure in the case of the Prairies. On the whole, however, these results confirm 
the conclusion reached earlier: Quebec and the Atlantic area tend to have above- 
average unemployment rates in large part because of the relative inefficiency 
with which their labor markets operate. 


Why inefficiency is relatively more severe in the Quebec and Atlantic areas 
remains unexplained. To peer beneath the aggregate turnover data and discover 
why particular individuals sever their attachment to employment or experience 
difficulty in re-establishing employment once unemployed is beyond the scope 
of this study. It would require much more micro-information on the operation 
of labor markets than is available today. Here, only some tentative answers 
can be advanced which should be regarded more as an agenda for future research. 


Consider first the higher than average duration of unemployment or job search. 
It may partly reflect lower levels of educational attainment so the skills one 
requires are obtained on the job and when the job disappears the acquired 
training is not readily transferable to other jobs. It may also indicate a wider 
wage structure which yields a high payoff to more prolonged job search. Finally, 
labor markets in these areas may be relatively thin in the sense of generating a 
narrow range of job alternatives so that one has to travel large distances to 
canvas potential jobs. The one-industry town which is isolated from other labor 
markets would exemplify this sparseness of opportunity. 

Any number of reasons may be adduced to explain higher turnover rates. 
Some employers in these regions have alleged that there is a lack of commit- 
ment to the industrial system that stems from a distaste for the monotony and 
routine of many manufacturing jobs and from a strong desire for leisure, 
especially during hunting seasons.!3 The layoff behavior of employers may be 


13 Larsen notes that several ADA-sponsored plants in New Brunswick had problems of holding 
and obtaining employees for full-time work. “Many workers follow the traditional occupation 
pattern involving perhaps some fishing, Christmas tree cutting, supplemented by perhaps some work 
in a processing plant, and possibly also a habitual unemployment period or some other combina- 
tion”. H. K. Larsen, A Study of the Economic Impacts Generated by ADA-Assisted Manufacturing 
Plants Located in the Province of New Brunswick, March, 1969, p. VII—S5, mimeo. 
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another factor. If employers perceive that they can lay off workers whenever 
demand for their product declines and rehire them easily as demand improves, 
they may be more prone to cut their staff when demand falls off. Such employer 
behavior may be facilitated by the system of unemployment insurance-welfare 
benefits which encourages workers to stay where they are waiting for recall 
instead of looking elsewhere. Moreover, the same system of benefits may even 
induce a worker to quit once his insurance premiums are paid up to cover an 
eligibility period or when his welfare benefits would be reduced by a dollar for 
every extra dollar earned. Another part of the explanation probably lies in the 
larger number of relatively low paid, unattractive jobs in these regions which, 
in conjunction with a strong seasonality pattern, produces short duration jobs 
and more frequent bouts of unemployment. Whatever the weights of these 
various factors, the whole issue of job turnover deserves more intensive study 
than it has received in the past. It is just not much help to know a person is 
unemployed because he can’t find a job. 


ADDITIONAL EVIDENCE OF LABOR MARKET EFFICIENCY 


This section is somewhat of a hodge-podge. It explores several methods of 
detecting greater labor market inefficiency in the eastern regions. Its purpose is 
to corroborate the argument of the preceding sections with a greater weight of 
circumstantial evidence. It also offers some skimpy material on the possible 
role of minimum wages, welfare and unemployment insurance benefits in 
influencing regional unemployment. 


Information from the Unemployment Insurance Commission (UIC) is 
one of the few sources of data which provide a means of linking regional unem- 
ployment with its duration and industrial origin and with the incomes of the 
unemployed. From annual reports of the UIC it is possible to construct a 
fairly good proxy for the average duration of unemployment: the number of 
weeks paid on regular benefit periods terminated, by province, divided by the 
number of regular benefit periods terminated in a given year. This proxy measure 
probably underestimates the actual duration of unemployment in each province 
since it makes no allowance for those who exhaust their benefits after receiving 
them for the maximum number of weeks. For a group of 30 industries from 
1960-63 and 13 industries for the period 1964, 1966-67, the simple unweighted 
average of these ratios was calculated for each province and year. For each 
year the measure of average duration is higher in the Maritimes and Quebec than 
Ontario. This result, reported in Table XXXII cannot be interpreted as a strong 
indication of a more acute structural problems in the former areas. While higher 
average duration could arise from more structural problems, it could also be 
due to greater demand deficiency. Higher-than-average unemployment durations 
could be either cause or effect of higher-than-average unemployment rates. 


However, if a region has higher-than-average unemployment duration, there 
is no reason to suspect that its interindustry variance of duration must also be 
higher than average. In fact, the measure of variance offers a crude method of 
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gauging the extent of intraregional labor market imbalances. A higher variance 
in one region than in another would indicate that the probability of being 
rehired in a different industry than the one from which employment was ter- 
minated was lower in the first region than in the second. That is, the higher 
variance suggests more segmentation within the labor markets of a region or 
greater barriers to interindustry mobility. On this interpretation Table XXXII 
shows that the variance is much higher in the Maritimes and Quebec than in 
Ontario. After 1966, however, the evidence becomes less convincing, probably 
because a higher degree of aggregation tends to obscure mismatching. Also, the 
figures before and after 1964 are not really comparable since an industry re- 
classification occurred that year. 


Since structural unemployment has its roots in the composition of the labor 
force it makes sense to analyze the information available on this composition. 
Using unpublished monthly data of the Labor Force Survey for 1966-70 (a total 
of 56 months) an effort was made to test for the differential regional presence 
of structural unemployment by examining the behavior of provincial unemploy- 
ment for two groups, unemployed laborers and long-term (more than six months) 
unemployed. A log regression of the numbers in each group was run against 
total unemployment in the region and a time trend. The trend is meant to capture 
cyclical influences from 1966 onward and provincial differences in labor force 
growth. 


If the Atlantic region has greater structural problems than Ontario or Quebec, 
the regression results should show a smaller positive coefficient (elasticity) on 
the overall unemployment variable in the Maritimes than elsewhere. A smaller 
elasticity for the Maritimes would reflect the relatively greater difficulty there of 
obsorbing unemployed laborers and long term unemployed into jobs when 
demand is stimulated in that region. The regression results in Tables XXXII 
and XXXIV bear out these expectations the absorption elasticity being smallest 
in the Atlantic area, and smaller for the long-term unemployed than for unem- 
ployed laborers. However, when an attempt is made to remove some serious 
autocorrelation in the equations, much of the regional variation that previously 
existed is obliterated. Since there is some evidence that participation rate 
responses to economic activity are stronger in the Atlantic area, the elasticities 
of absorption with respect to employment changes would be even smaller 
vis-a-vis Ontario than those indicated by unemployment changes!4, 

14 For each eastern region including Ontario the log of the labor force participation rate was 
regressed against the log of the ratio of employment to labor force and the reciprocal of the popula- 
tion. The last term was included to correct for spurious correlation arising from changes in the 
denominator of the other ratios. The results indicated that a one per cent increase in employment 


would raise the participation rate by 0.31 per cent in Newfoundland, about 0.5-0.6 per cent in Nova 
Scotia and New Brunswick, and about 0.4 per cent in Quebec and Ontario. See Table XXXV. 


If the elasticity of employment with respect to unemployment is denoted by a, a appears to be 
higher in the Atlantic region than elsewhere. Thus the elasticity of absorption with respect to em- 
ployment changes, the product of 1/a and the elasticities in Tables XXXII and XXXIV, should 
also be relatively smaller in the Atlantic area. 
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TABLE XXXIII 


Unemployed Laborers and Total Unemployment 
by Eastern Province (monthly, 1966-70) 


In Ui K In U t R2 D.W. 
Newfoundland.................. —1.014 1.06 0.143 0.736 1.33 
(—9.08) (10.8) (4.12) 

Brest OSG, aceite atte nc —0.91 0.98 0.132 0.77 2.06 
(—6.26) (8.06) (2.79) 

Nova Scotia............cccccee —1.31 1.28 —0.002 0.72 ert 
(—9.85) (12.01) (0.07) 

New Brunswick................ —0.942 0.867 0.106 0.60 1.29 
(—7.37) (8.79) (2.37) 

aa =U 6 fe Serene ne —0.936 0.869 0.101 0.66 2.06 
(—5.69) (7.09) (1.68) 

PA ANTI C ha cciccelnccccsterce tacks —1.07 1.03 0.09 0.82 0.97 
(—9.29) (15.14) (3.65) 

(pial 0 ge fa ry tea eo rere —0.927 0.97 0.07 0.87 1.97 
(—5.73) (10.63) (1.65) 

QuedeC fwicki Meese. —1.35 1.17 0.015 0.73 0.85 
(—6.01) (10.14) (0.42) 

fa EEE A as eee eee rae —1.17 1.09 0.015 0.83 Zeee 
(—3.61) (6.75) (0.28) 

Ontaniow...- 5. 1.80 1.33 0.09 0.66 0.68 
(—5.94) (7.83) (1.83) 

dt LLS Bee eater ee eee 1253 1:22 0.07 0.82 229 
(—4.32) (6.62) (0.78) 


SouRCE: The unemployment data comes from unpublished tabulations of the Labor Force 
Survey, Statistics Canada. 


Notes: (1) The dependent variable is the log of the number of unemployed laborers in each 
province or region. 1n U is the log of the total number unemployed while t is a time trend. 


(2) p is the Hildreth-Lu parameter and indicates that the Hildreth-Lu technique has been used 


to remove autocorrelation. R2 is the R2 from residuals with the Hildreth-Lu regressions and the 
adjusted R2 otherwise; D.W. is the Durban-Watson statistic, t-scores are given in brackets beneath 
the regression coefficients. 


The analysis so far has focussed on the behaviour of regional unemployment. 
If structural labor market problems are more acute in the Quebec-Atlantic region 
than elsewhere, they should also be observable in the behaviour of regional 
employment. One hypothesis is that employers in labor markets where structural 
rigidities are most extreme have more difficulty adjusting the size of their labor 
force to an increase in demand for their output. To text this hypothesis a stock 
adjustment model of regional employment was developed, the basic idea being 
that employers respond to increases in the demand for their product with a lag 
which is determined by their ability to recruit and retain suitable employees. 
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TABLE XXXIV 


Long-Term Unemployed and Total Unemployment 
by Eastern Province (monthly, 1966-70) 


In U; K In U t R2 D.W. 
Newfoundland.................. —1.102 0.85 0.25 0.47 0.80 
(—5.61) (4.91) (4.09) 

Dies O: Oli cs eat —0.953 0.75 0.22 0.61 1.93 
(—3.45) (3.54) (2.19) 

Nova Scotia.............0..066 —0.72 0.55 0.21 0.25 0.88 
(—3.23) (3 .08) (3.46) 

0 === 0757... nee —0.60 0.47 0.19 0.51 2.28 
(—2.06) (2.16) (1.96) 

New Brunswick................ —1.04 0.57 0.32 0.39 0.78 
(—5.21) (3.72) (4.67) 

Oi1e= 0862.) ee —1.12 0.60 0.36 0.63 1.98 
(—3.98) (3.13) (3 .06) 

Atlanticn.. see —0.68 0.59 0.25 0.45 0.52 
(—2.94) (4.34) (4.91) 

pase —0.52 0.51 0.24 0.76 lave 
(—1.70) (3.24) (2.44) 

Quebecs. 32. ee. —0.48 0.66 0.304 0.80 0.70 
(—2.21) (5.89) (8.47) 

p= O17 eee —0.12 0.51 0.27 0.89 Zaid 
(—0.36) (3.23) (4.33) 

Ontarios 23... 2 —1.12 0.94 0.176 0.71 0.98 
(—4.72) (7.01) (4.28) 

Oo 0.6/2 eee —0.39 0.52 0.25 0.81 2.05 
(—1.28) (3.25) (3.55) 


SourcE: The unemployment data is from unpublished tabulations of the Labor Force Survey, 
Statistics Canada. 


Note: (1) The dependent variable is the log of the number unemployed for more than six 
months in each province or region. 1n U is the log of the total number unemployed while t is a time 
trend. 


(2) p is the Hildreth-Lu | parameter and indicates that the Hildreth-Lu technique has been used 


to remove autocorrelation. R2 is the R2 from residuals with the Hildreth-Lu regressions and the 
adjusted R2 otherwise; D.W. is the Durban-Watson statistic. t-scores are given in brackets beneath 
the regression coefficients. 


Other reasons for the lag, such as the perception of the permanence of the 
demand increase, are assumed identical in all regions, and without effect on 
interregional differences in the speed of adjustment. 

It is postulated that employers have a desired demand for labor which is 
determined by planned output, recent wage changes and increases in the price 
level which together affect the real wage rate, a time-trend to capture the effect 
of systematic compositional shifts in activity and technological change. Alge- 
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TABLE XXXV 


Regional Labor Force Participation Responses, 1952-68 


In L.F. /POP K InN/POP  1n1/POP R2 D.W. 

Newfoundland... 0.348 0.31 aati 2i 0.75 1.70 
(15.94) (6.43) (—3.29) 

Nova Scotia... 0.32 0.53 —36.27 0.75 1.70 
(4.18) (4:1Tym 6 (2.69) 

New Brunswick... 0.325 0.50 21.62 0.42 0.48 
(2.34) (2.04)  (—1.20) 

p= 0-82) g ees 0.244 0.63 —15.01 0.74 1.56 
(2.15) (3.70)  (—0.48) 

(uebec Mek eke ns 0.34 0.40 —24.7 0.54 0.97 
(7.84) (4.56)  (—0.79) 

D053... eee 0.356 0.379  —37.02 0.70 1.69 
(6.37) (rade 0277) 

Ontarig eh os. 0.446 0.29 158.32 0.72 1.18 
(5.93) (2.26)  (—4.07) 

= O50 Mee Sescscstinnns 0.383 0.40 —157.54 0.80 2.00 
(4.79) (9s) smn 2091) 

Prairies! 2.1.2: sce ae 0.15 0.83 —89.18 0.93 0.56 
(0.83) (3.41)  (—0.85) 

PO sia eee 0.22 0.74  —137.48 0.97 1.75 
(2.19) ‘Cyan Es 

Pacific hcg 0.40 0.41 —90.58 0.98 1.25 
(14.53) (9.11)  (—12.35) 

et eee 0.47 0.30  —103.36 0.99 2.00 
(13.26) (5.34)  (—8.19) 


Notes: (1) The dependent variable is the region’s participation rate. N/POP is the employment 
to labor force population ratio. 1/POP is included to correct for spurious correlation between 
L.F./POP and N/POP. 

(2) For the Prairies and Pacific regions data were unavailable for the year 1952 so for these 
regions the period is from 1953-69 rather than 1952-68. 

(3) p is the Hildreth-Lu parameter and the Hildreth-Lu technique for treating autocorrelation 
was used in the indicated regressions. R2 in this case is the R2 from the residuals. 

(4) R2 is the adjusted R2, D.W. is the Durban-Watson statistic; and t-scores are shown in 
brackets beneath the regression coefficients. 


braically, the desired regional demand for labor Nj is expressed as Ni = f (Qt, 
W /P, t). Actual employment N; is assumed to adjust multiplicatively to the gap 
between actual and desired employment. That is, 


Ni ( Ni )) 
Nt-1 Nt-1 


or the percentage change in employment is a fraction A,0 < 4 < 1, of the per- 
centage change in desired employment growth. If complete adjustment occurs 
in a single period t, the adjustment parameter A is equal to unity. 
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Manufacturing is perhaps the only sector for which regional data is available 
quarterly. Annual observations span too long a period to distinguish significant 
regional differences in the adjustment process. The regressions, therefore, refer 
to quarterly observations for the period 1953-70 for one output variable and 
to 1953-68 for the other output variable. Even in the manufacturing sector, 
however, some compromises had to be made. While wages (average hourly 
earnings) and employment were available regionally on a quarterly basis, output 
was not. Consequently, two different output variables were used: one the quar- 
terly value of the Industrial Production Volume Index (IPVI) from 1953-70; 
and the other the deflated value of regional value-added in manufacturing from 
1953-68. Deflation was achieved by using the implicit price index for durable 
goods in the National Accounts. Annual values of this variable were inter- 
polated linearly for quarterly approximations. Information on the prices received 
for manufacturing output in different regions was not available either. Instead, 
the regional Consumer Price Index was used as a proxy for prices, although it is 
granted that this variable is more properly related to labor supply than to labor 
demand. Because of this imprecision wages and prices were not constrained by 
the same regression coefficient and were entered separately into the regression 
equations. To avoid problems of simultaneity and because it is debatable whether 
recent past rather than current real wages affect current employment, only 
lagged wage and price variables were used. Experimentation with different lag 
structures showed that five quarter lags and a four-quarter moving average gave 
the most sensible results. To account for seasonal patterns, three seasonal 
“dummy” variables were also used in the regressions. 


Combining the demand equation with the adjustment equation and expres- 
sing the result in logarithms gives the following estimating equation: 


3 
in Ni = K + by In W-; + bp In P_; + b3 In Qt + bg Ni-1 + 2 Di 
1 


where Dj; represents a “dummy” variable and the coefficient on the lagged 
employment variable b, is equal to (1—-A). The adjustment of employment to 
demand is judged to be more difficult in a given region, the larger the size of b, 
(or the smaller the size of the adjustment parameter \). The results of the 
regressions are reported in Tables XXXVI and XXXVII. The high R2 values 
result from the great deal of work done by the seasonal dummies. The IPVI 
variable performed well in Quebec and Ontario but poorly in the Atlantic 
provinces. Substitution of the value-added variable resulted in more credible 
results for all provinces and indicated an output elasticity of employment in the 
range of 0.35 to 0.49 for most of the provinces. The pattern of signs on the wage 
and price variables was appropriately negative and positive, although their 
significance was marginal except for a few cases. The adjustment parameter 1 
was significantly smaller in the Atlantic provinces than in Ontario and largest 
in Quebec where it was insignificantly different from unity. For Quebec, this 
result may reflect deficient demand in manufacturing sector.15 The adjustment 


15 This finding is consistent with the earlier evidence of chapter four. 
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parameter proved to be quite robust in each province as its size was relatively 
insensitive to the specification that was chosen for the wage, price and output 
variables. 


Collectively these assorted fragments of evidence have a modicum of consis- 
tency. They all point to the conclusion that serious labor market problems in the 
Atlantic provinces, and to a lesser extent in Quebec, place severe limitations on 
any attempt to equalize unemployment rates across regions by resort to only 
aggregate or regional demand measures. 


In the remainder of this chapter some hitherto neglected aspects of regional 
labor markets are examined. Perhaps it should have been mentioned before that 
structural unemployment is defined to include seasonal unemployment as one 
component. Therefore, some fraction of what has been referred to as “structural 
differences’’ among regions can be ascribed to regional variation in the amount 
of intra-year volatility in economic activity. This is especially true if seasonal 
vacancies coexist simultaneously during the year with seasonal unemployed or 
if full-time vacancies occur with any amount of seasonal unemployment. In 
the latter case the movement of workers from activities in which they are unem- 
ployed part of the year into full-time vacancies would reduce unemployment 
occurring in some months and replace a full-time vacancy with a part-time one.16 
Of course, if seasonal changes in demand were associated with changes in the 
labor force instead of unemployment, the vancacy-unemployment relationship 
would not be aggravated by seasonality. Two procedures were used to acquire 
some feeling for the importance of seasonality. The first assumes that, for each 
region and year, in the month in which the minimum amount of unemployment 
is observed, there is no seasonal unemployment. This unemployment figure was 
subtracted from the amount of unemployment in each of the remaining eleven 
months and the differences summed to yield an estimate of the number season- 
ally unemployed. This sum was then divided by twelve and the annual average 
labor force, giving what is called an annual average rate of seasonal unemploy- 
ment for each region. These rates are presented in Table XX XVIII for 1953-69 
under the heading Us. The ratio of Us to the annual average unemployment 
rate, given in the next column, measures the relative importance of seasonal 
unemployment in each region. The calculated seasonal rates are significantly 
higher in the Maritimes than elsewhere and higher in Quebec than in Ontario. 
Newfoundland has the highest seasonal amplitude of any province.!7 The high 
rates recorded for 1959-60 hint that the pattern of seasonality is positively 
associated with the amount of cyclical unemployment in each region. In relative 
terms it is not too surprising that the Prairies head the list of regions with the 
largest degree of seasonal unemployment. 


16 Of course relative wage conditions may be such as to make this shift privately unprofitable 
if seasonal activities pay more than many vacant full-time jobs. 

17 Even in Nova Scotia the first quarter unemployment rate was about double that of the third 
and fourth quarter between 1965 and 1969. 
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TABLE [XL 


Regional Dispersion Index, 1953-1969 


British 
Year Atlantic Quebec Ontario Prairies Columbia 
1 LUN Fee Oe bn Coa 0.602 0.998 0.310 1.077 0.191 
1 et, RRS ei Oe I oak rete 0.163 0.179 0.060 0.597 0.100 
1955 5 PEO. dct 0.196 0.120 0.067 0.217 0.149 
19S Gdacceretahigan 0.312 0.239 0.172 0.536 0.735 
(hey Bi Be) Se PR oe cere 0.218 0.240 0.161 0.706 0.198 
bint ta had ee aay Ue eee 0.080 0.085 0.035 0.147 0.036 
BOSD Rei totem dcyease 0.115 0.109 0.061 0.302 0.066 
LOIS roe a pen ls gee aea 0.133 0.155 0.057 0.163 0.047 
BOG Le ee a eee eee 0.095 0.056 0.036 0.105 0.031 
OTS At: Seo eet ie ney pee 0.098 0.088 0.054 0.138 0.048 
CLs REN, omen Mien er ae 0.110 0.058 0.055 0.111 0.033 
D904 Se A ee ee 0.145 0.063 0.050 0.132 0.035 
DOGS Gee ee ee 0.143 0.067 0.059 0.153 0.046 
$966.2. B28 ees 0.187 0.086 0.053 0.212 0.037 
BOG (rere ate ke case ce 0.205 0.067 0.033 0.164 0.025 
1908 ee ic 0.101 0.040 0.030 0.062 0.015 
OS pre Se OA FREE 0.097 0.038 0.042 0.066 0.022 


Norte: (1) The formula used to obtain the Dispersion Index is explained in the text. 


The second procedure uses a measurement proposed by D. Smith, which 
captures the variance of seasonal factors in each region, Sv according to the 
formula 


Sy = 
12» 


Sv measures the relative importance of seasonal to trend-cycle unemployment. 
Yearly calculations of Sv for each region are given in Table IXL. Both the 
Maritimes and the Prairies score relatively high on this measure, as they did 
under the first procedure. The conclusion, if there is one, is simply that regional 
variation in seasonal unemployment may make achieving equal unemployment 
rates in all regions difficult. 

Minimum wages and welfare payments are frequently accused of being greater 
impediments to employment in some areas than in others. Accordingly, a modest 
effort was made to determine the factual foundations of this allegation. These 
two institutional devices presumably affect regional labor markets in different 
ways. Minimum wages are thought to create involuntary unemployment, while 
welfare benefits are considered to be responsible for voluntary unemployment 
by putting a floor under the supply price of labor. While it is not feasible here 
to fully assess the regional impace of these two devices, something can be said 
about whether their levels are relatively higher, and therefore the impetus to 
unemployment greater, in regions of above-average unemployment. 


I seasonally unadjusted U 2 
be 12] | ait eka er OO ee a 18 


seasonally adjusted U 


18 D. Smith, “Seasonal Unemployment and Economic Conditions’’, in A. Ross, ed., Employ- 
ment Policy and the Labor Market, University of California Press, Berkeley and Los Angeles, 1965. 
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TaBLe XLI 


Minimum Wages into Average Hourly Earnings, Eastern Provinces 1961-69 
(Mining, Manufacturing, Construction) 


Year Newfoundland Nova Scotia New Brunswick 
Manu- Con- Manu- Con- Manu- Con- 
factur- _struc- factur- struc- factur- _struc- 

Mining _ing tion ing tion ing tion 

1961 3.96 3.38 3.46 No 2.93 3.28 No 2.38 2.42 

Mining Mining 

1962 4.02 3.34 3.44 2.96 3.20 2.43 2.48 

1963 3.21 2.39 2.46 3.06 3.31 py | Zoe 

1964 3.30 2.47 i desea) | 3.19 3.41 2.24 2.36 

1965 3.44 2.47 2.41 1.69 1.84 2.19 2.30 

1966 3.70 peek | 2.66 1.68 2.01 2.07 2.24 

1967 4.07 2.94 2.91 1.76 ze 12 2.00 2.30 

1968 2.80 1.92 2.05 1.79 2.22 2.10 2.36 

1969 2.49 1.80 2.08 1.76 2.48 1.99 Aeo Js) 

Year Quebec Ontario 

Manufactur- Construc- Manufactur- Construc- 
Mining ing tion Mining ing tion 

1961 2.90 2.36 2.86 3.01 2.59 3.09 

1962 3.09 2.43 3.04 3.01 2.65 3.21 

1963 3.19 2.50 3.17 2.40 meg 2.66 

1964 S27 2.59 3.39 2.36 2.13 2.64 

1965 2.82 Zia 3.00 2.49 2.24 2.83 

1966 2.54 2.02 2.83 2.68 2-37 3.05 

1967 2.61 2.06 3.10 2.99 Pape 4 3.33 

1968 2331 1.86 2.78 2.48 2.08 2.75 

1969 2.16 1.79 2.61 2.23 1.95 2.54 


Note: (1) Entries for each province are the ratio of average hourly earnings to minimum wages 
for mining, manufacturing, construction respectively. Minimum wages are those listed in Table 
XXXVIII. 


Table XLI takes the ratio of the average hourly earnings to the minimum 
hourly wage in mining, manufacturing and construction for the eastern provinces 
during the period 1961-69. The smaller this ratio, the more it is likely that mini- 
mum wage rates are acting as a barrier to employment growth. In making 
regional comparisons of this ratio two shortcomings of this measure should be 
kept in mind. One deficiency is that in order to know the exact employment bite 
of minimum wages, an estimate would have to be made of the number of em- 
ployees in each sector whose earnings approximate the minimum wage and 
whose jobs would be affected by upward revisions in the rate. Except for Ontario 
this data is not readily available. The other deficiency is that both the market 
and the minimum wages may be higher than the equilibrium levels in a given 
area, so that comparisons using this ratio require that the degree of market 
wage disequilibrium be the same in each region. The data of Table XLI reflects 
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the history of minimum wage legislation in each province. Over the whole period 
1961-69 the ratios for Quebec and Ontario move together fairly closely for all 
sectors. After about 1965 the ratio for the construction and manufacturing 
sectors becomes relatively lower in the Maritimes than in Ontario. Considering 
percentage changes in this ratio between 1961 and 1969, there seems to have 
been a much more severe compression between market and minimum wages in 
Newfoundland than in other provinces. Except for Newfoundland, the behavior 
of minimum wages does not obviously contribute to regional unemployment 
disparities. At worst they may exacerbate the adverse employment effects of 
above-equilibrium levels of market wages in some regions. 


TABLE XLII 


Welfare Standard of Province j to Ontario, 1970 
As a fraction of 
Average Hourly Earnings in Province j to Ontario, 1969 


Welfare 

Category Newfoundland Nova Scotia. New Brunswick Quebec 
1 0.88 0.46 1.29 0.99 
2 0.91 0.49 0.89 0.77 
3 0.87 0.47 0.89 0.80 
a 0.85 0.65 0.89 0.84 
5 0.80 0.51 0.85 0.78 
6 0.92 0.57 0.90 0.88 
7 0.89 0.70 0.87 0.86 
8 0.89 0.66 0.85 0.83 
9 0.89 0.73 0.85 0.78 


Note: The numbers (1) to (9) refer to different categories of welfare recipients. In the order 
above these are single persons living alone, married couple, and 7 family groups with children. 


Source: The data on welfare payments are from Monthly Budgets for Items of Basic Need Under 
Provincial Social Assistance Programs, Department of National Health and Welfare, Welfare Re- 
search Division, Ottawa, December 1970. 


Table XLII is based on monthly budget standards for welfare payments in 
each province.!9 Two points about these standards are worth noting. First, the 
standards do not correspond to amounts actually paid; these may be more or 
less than the standard depending on specific ceilings and discretionary judge- 
ments about what constitutes a reasonable level of support in each community. 
Secondly, in all provinces, unless the recipient is a single person, the level of 
welfare support exceeds the amount of income he could earn if he were working 
at the minimum wage in each province, allowance being made for his payment 
of income taxes a worker pays and the expenses. The issue here is whether there 
is a differential regional incentive operating on the work-leisure choice. Table 
XLII sets out the ratio of the ratios of monthly budget standards in Nova Scotia, 
New Brunswick, Newfoundland and Quebec relative to those in Ontario, and 

19 Information is drawn from Monthly Budgets for Items of Basic Need under Provincial Social 


Assistance Programs, Welfare Research Division, Department of National Health and Welfare, 
Ottawa, December 1970. 
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average weekly wages in the first four provinces relative to average weekly wages 
in Ontario. If a stronger incentive to go on or stay on welfare does exist in the 
Maritimes and Quebec more than in Ontario, this ratio should be greater than 
one. Table XLII shows that for nine different categories of welfare recipient, 
from a single person up to two parents with four children, the ratio is less than 
one for the provinces east of Ontario. On the basis of these figures it is difficult 
to argue that the welfare system puts an artificially higher floor under the price 
of labor in these regions than in Ontario. There are two reasons, however, for 
not placing a great deal of weight on this finding. First, there may be significant 
taste differences between different regions for work and leisure so that a given 
incentive provokes a different choice in each area. Secondly, the choice may also 
be sensitive to absolute rather than to relative differences in the amounts of 
earned and unearned income available. 

Another piece of social legislation held responsible for a portion of regional 
unemployment differences is the unemployment insurance system. Given a 
uniform schedule of benefits across all regions, this system may make remaining 
unemployed for a longer period of time relatively more attractive in the lower 
wage regions of the country. The Maritime fisherman casting his net for unem- 
ployment insurance coupons is frequently cited as the classic example. If true, 
the statistics on the regional operations of the UIC might be expected to show 
a gap between unemployment benefits and earned income which would be least 
in the lower income earning areas. Surprisingly, no sharp tendency in that 
direction is discernible in the statistics. 

Table XLIII shows the average gap between UIC benefits and earned income 
for four groups; those with and without dependants male and female, for each 
Eastern province and for Canada as a whole. The table was constructed as 
follows. From Appendix A of the Annual Report of the UIC, weekly benefit 
rates were linked to weekly earnings. The midpoint of each weekly earnings 
range was selected as the earned income level to be related to the corresponding 
level of benefits. The difference between these two levels was taken as a measure 
of the income reduction experienced while unemployed. For each year and prov- 
ince and for Canada the proportion of unemployed people drawing benefits at 
each weekly rate was established. The product of the proportion unemployed 
at each level and the income gap, when summed over all benefit levels, gives a 
measure of the average income gap between working and not working for each 
province and year over the period 1960-67. The average weekly income gap in 
each province is reported in Table XLII. 

The most noticeable feature of Table XLIII is that the differences in income 
gap across regions are not large in the case of males although the gap is some- 
what less in the Quebec—Atlantic area than in Ontario. For females, however, 
the outcome is as expected, the average income gap being much smaller in the 
Maritimes than in Ontario or Quebec. The surprising result for males occurs 
because the distribution of unemployment by income category is not very 
different across provinces. There does not seem to be much of a differential 
regional incentive to remain unemployed according to these numbers. 
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TABLE XLIII 
Average Weekly Difference Between Earned Income and U.I.C. 
Payments 1960-67 
(dollars) 


New- Prince New 
found- Edward Nova Bruns- 
Canada land Island Scotia wick Quebec Ontario 


Without Dependants 


DOO TEN ee oes 32.78 28 .70 Zees 21.58 27.45 30.49 34.19 
breed hie ee Paha | 16.34 14.24 16.51 17.22 20 .93 ZI .D9 
T9G1 ORIN eee 3329) 29.78 24.55 28 .23 28.15 32.03 35219 
Fe Die Meee 19.84 16.27 18.22 17.10 17.68 22 .06 24.19 
1962012 eee 33.24 Pan be 26.57 27.96 28 .78 32.63 cere i / 
| Se ee nna 21.60 16.57 16.30 18.19 18.72 LG! 25 .06 
1963 RIM oe Bore 34.98 29.44 27.06 28 .47 25.44 26.68 36.43 
oe ee 24 .46 18.01 17.42 15.33 18.27 24.01 25 .64 
1964 eee 35.58 30.36 26.46 29.32 31.01 34.05 Soin 
Fee ee 25.61 17.05 19.57 19.07 20.61 24.96 26 .98 
1965 (3 Mia a ce re Rene 29.89 30.32 29.61 30.52 33 .90 37.19 
NS lly lat in 23.14 18.02 20.42 19.17 19.87 25.10 27.04 
1960N iE ee 38.29 34.41 plfy2 33.01 34.04 37.06 39.74 
Be ee ae 28 .54 21.08 18.22 22.18 22.41 27.57 31.29 
1967 99M. Se Le 41.54 37.65 35.79 37.33 38.84 41.40 42.20 
Fe. ce eee 29,25 21.28 19.02 21.64 19.96 28.27 31.18 


With Dependants 


19604 Mio kee, 29.26 26.26 22.36 25.58 24.84 28.71 30.42 
Se rie Bi «5 19.32 13.72 9.41 11.02 12.84 17.84 19.20 
USGL Meee ene 30.45 28.14 23.76 26 .86 25 .56 30.12 31.54 
ert rit ect 18.27 9.26 10.58 11.91 13 .95 18.44 18 .83 
1962" Meee 38.19 28.51 23 .50 26.80 25.88 33.87 30.70 
A SBakis seal. Ls 19.08 14.58 12.51 12.86 10.97 17.98 20.31 
196379 Mine es 31.17 28 .56 24.10 26.69 26.83 31°29 32.22 
Bick oe teearee, 19.34 12.47 12.84 14.21 14.15 20 .04 20.72 
1964-7, Misty Pa ee ae) 28.60 25.53 28.77 27.79 31.77 32.78 
Boe ee 20.55 11.63 12.19 12.92 13.77 20.05 22.10 
1965 0 Me ee, 31°55 28.39,5 25:80, 425.38 37.86 24.33 32.67 
| Shale Biren ti ts 20.06 13.97 10.32 14.12 15.10 Dosie 22.09 
196655 Moe 32.96 30.56 27.94 29.33 30.85 32.89 33 .88 
Borie oe 25212 — — 12.97 61 23.20 21.70 
1967 “Miter ee 33 .68 31.71 20.32 23574 31.65 33.95 34.38 
| Bee ost nae at 2 23 .58 — — ils Lie 14.41 25 .08 26.17 


Source: Unemployment Insurance Commission, Annual Reports, 1960-67. 


Note: (1) M and F denote Male and Female respectively. 
(2) The method of calculating these differences is explained in the text. 
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CONCLUSION 


Chapters four and five have employed a variety of approaches designed to 
uncover evidence supporting one of the three hypotheses set out in chapter three. 
The findings of this study offer little confort for either of the unitary explana- 
tions suggested by the first and second hypotheses. The problem of regional 
unemployment differentials is more complex than either of these hypotheses 
proposes, and involves a blend of considerations which are most accurately 
described by the third hypothesis. According to the best estimates of this study, 
at least two thirds of the unemployment differential between Ontario and the 
Quebec—Atlantic region is attributable to greater labor market inefficiency in 
the latter area, while the residual third reflects inadequate aggregate demand 
diffusion related to rigidity of the interregional wage structure. More research 
to pinpoint the precise source and nature of the inefficiencies in the eastern 
regions is clearly called for. 
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chapter six 


REGIONAL ECONOMIC POLICIES 


INTRODUCTION 


Previous chapters have sought to explain why low national levels of unemploy- 
ment are accompanied by relatively high rates of unemployment in some regions 
and approximately the same rate of wage increase in all regions. Two hypotheses 
have been advanced with quite different implications for regional economic 
policy. The range of feasible policy options to deal with this problem depends 
directly on which hypothesis more accurately describes unemployment in the 
high unemployment regions. 


If the structural unemployment hypothesis is more nearly correct, Manpower 
policies to restructure the composition of the regional labor force and alter the 
effective supply of labor comprise the efficient set of policy measures. Alternative 
policies of diverting demand from more buoyant regions would likely contribute 
to a deterioration in the overall Phillips curve performance of the economy. Wage 
increases would moderate and unemployment rise in the buoyant regions as a 
result of this demand diversion, while wage increeases in less buoyant areas 
would probably exceed the declines elsewhere with no compensating drop in 
regional unemployment. On the other hand, if the deficient demand-wage leader 
model is more accurate expenditure switching policies would be more appro- 
priate. The deliberate creation of more slack in the wage-determining regions 
and more tightness in the wage-following regions could reduce the overall rate 
of wage inflation for a given level of national unemployment. Manpower 
mobility policies under these circumstances could either complement, or sub- 
stitute for, expenditure switching policies by encouraging more migration to, 
and greater slackness in, the regional labor markets where national wage scales 
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are decided. Manpower training programs, however, would probably be ineffec- 
tive in reducing relatively high regional unemployment rates. With deficient 
demand their impact would be confined more to affecting the composition than 
the level of regional unemployment. 

The analysis in this study has suggested that, by itself, either hypothesis is 
capable of explaining fully higher-than-average regional unemployment rates. 
A combination of elements from both seems to be involved and, accordingly, 
different types of regional policy have some room to manoeuver. This chapter 
explores the spectrum of regional policy options which might improve regional 
and national economic performance and comments on the present posture of 
some of these policies in Canada. Conventional policies to influence the regional 
distribution of labor demand and supply are examined first. A second section 
looks at the role of inflation in affecting regional disparities and at arguments 
for separate currency arrangements. Since almost every conceivable regional 
policy requires an interregional transfer of resources, the efficacy of various 
kinds of fiscal subsidy in alleviating regional poverty is discussed next. Regional 
incomes policies are then considered. A final section emphasizes the need for 
more and better regional data as an essential ingredient to the formation of 
efficient regional policies. 

With some minor qualifications (to be mentioned later on), it should be noted 
from the outset that if additional policy instruments are required to deal with 
regional problems, increasing aggregate demand to inflationary levels is not one 
of them. If imperfect labor markets cause the coexistence of tight labor markets 
in some parts of the country and slack labor markets elsewhere, policies which 
transfer demand across regions may have some virtue. They would always be 
more efficient than stimulative aggregate demand policies which attempt to 
achieve lower unemployment rates in high unemployment regions at the expense 
of further pressure on already tight labor market areas. 


MANPOWER POLICIES 


If, as much of the evidence indicates, the source of above-average unemploy- 
ment rates relates to inefficiency in regional labor markets, manpower policies 
affecting job training, information, placement and mobility must shoulder more 
responsibility for reducing disparities in regional unemployment rates. Up- 
grading the quality of the regional labor force through training would reduce 
the compartmentalization of the regional labor market that stems from an 
inability to adjust smoothly to changing occupational demands. Enhanced 
occupational mobility could reduce the levels of both unfilled vacancies and 
unemployment. By altering the relative supply of labor, training should also 
narrow the relative wage structure and reduce the turnover in employment that 
is attributable to a relatively wide structure of wages. The ability of training to 
provide both more satisfying and higher paying jobs is another way of looking 
at the same phenomenon. 
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An improved flow of job information for openings and applicants would also 
be expected to diminish some of the frictions in the placement process. Average 
durations of unemployment should be less if workers can canvas more pros- 
pective employers in a given period of time and employers experience less 
difficulty in finding suitable employees. There might also be a direct effect on 
turnover rates if more and better job information were to make it less necessary 
to become unemployed in order to find alternative work. 


Admittedly, it is uncertain by how much these measures could lessen unem- 
ployment disparities or at what cost for a given reduction. Present Manpower 
Training Programs are allocating more funds to high unemployment regions 
than elsewhere. For the fiscal year 1969-70 training expenditures per member of 
the labor force were well above average in the Atlantic area and Quebec, the 
percentage increase in expenditure since 1966 being greatest in the Maritimes. 
However, as a fraction of unemployment, spending was above average in the 
Atlantic area (except New Brunswick), Ontario and the Prairies, and below 
average in Quebec and British Columbia.! To what extent promoting more 
regional concentration in training expenditures would be worthwhile is unknown. 
If training were job specific and raised the wage aspirations of those receiving 
it, it might conceivably contribute to a higher unemployment rate since an 
unemployed person with training may be less willing to accept lower paying 
work than someone without training. On the other hand, if the training were 
more general, enabling a person to shift easily between similarly paid jobs or 
occupations, increased training would probably be reflected in a lower unem- 
ployment rate. 


Measures which encourage both intra and interregional labor mobility 
are another important aspect of Manpower policy. If all members of the labor 
force were highly mobile interregionally, regional disparities would be unlikely 
ever to develop or to become a serious problem, and there would be no need for 
regional policies. Whenever the demand for labor fell in region A and rose in 
region B a transfer of labor from A to B would prevent income and unemploy- 
ment disparities from emerging. When this transfer is less than perfect, however, 
assisted mobility programs can help prevent the simultaneous occurrence of 
tight and slack labor markets in different regions. The movement of labor from 
regions of high unemployment to areas with unfilled vacancies will tend to 
reduce excess labor demand in the latter and unemployment in the former and, 
since wages are more responsive to excess labor demand than to excess labor 
supply, will contribute to a better inflation-unemployment record. Subsidies to 
migration can be justified if imperfect capital markets hinder the granting of 
loans to finance migration, if individuals overestimate the risks attached to 
moving, or if other policies, such as various regional transfer schemes, un- 
desirably distort the choice of location. 

There is a strong resistance to, and antagonism towards, this method of 
adjustment in Canada. In the case of Quebec, the issue is whether current or 
prospective migrants from that province would have to surrender their language 


1 Economic Council of Canada, Eighth Annual Review, Ottawa, September 1971, p. 97. 
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and culture to take advantage of better economic opportunities in the English 
speaking provinces. Elsewhere the lack of acceptance of migration often seems 
to reflect a willingness to put the prosperity of the region ahead of the welfare 
of its residents. Those who lament the loss of population in a region sometimes 
appear to express a preference for a larger total regional income with no out- 
migration over a larger per capita income (but smaller total income) which 
would result from migration. Others do not believe that a declining region must 
inevitably face these terms of choice and question both the desirability and 
feasibility of this adjustment mechanism. 


One frequently voiced objection is that an outflow of people aggravates a 
depressed region’s slow growth and predestines it to experience even lower per 
capital incomes than otherwise. Admittedly, migration is selective, often in- 
ducing the most energetic and best educated members of the regional labor 
force to leave. If these migrants earn higher than average incomes, their depart- 
ure will certainly lower average incomes in their region of origin. But this is a 
mere statistical illusion and it has no bearing on the real issue of whether those 
who remain behind will be worse off because others have left. It is more accurate 
to view a loss of skilled labor from a region as a result of a lack of development 
rather than a cause. If new investment opportunities are discovered in a declining 
region—for example if Sable Island were to enjoy a major oil find—the pattern of 
migration would probably be quickly and easily reversed. 


On the other hand, three situations can be identified where migration may 
have harmful effects on the remaining population. One is where a migrant takes 
with him a higher than average amount of capital, both physical and human, 
per person employed in the region.2 In this case, in which fewer complementary 
resources per remaining person mean lower productivity for those who stay 
behind, it is important to notice that the return to capital, broadly defined, is 
higher in other regions and that the transferred capital will increase the demand 
for labor there. While this provides a signal for additional migration, from a 
national point of view, this is the direction in which resources should flow in 
order to achieve higher output from existing resources and the process need not 
imply wholesale evacuation from any area. 


Another case is where those remaining behind have financed a portion of the 
migrant’s education, expecting to reap a future tax return from his higher 
earnings upon completion of his education but are denied it by his departure. 
An alternative view of this situation is that these expenditures represent the 


2 Jn the brain-drain literature, recent models of the process of international migration process 
have attempted to derive conditions under which the remaining population will benefit from or be 
harmed by migration. Models which assume constant returns to scale in the production of a single 
aggregate commodity have shown that the nonmigrants will be worse off whenever migrants with- 
draw a bundle of factors whose proportions differ from the average factor proportions for the 
economy. However, when the terms of trade are fixed and the analysis is conducted at a two-sector 
level, it can be shown that per capita incomes both before and after migration are largely independ- 
ent of the extent to which migration affects the overall factor endowment of a region because of 
adjustments in the composition of regional output. When the terms of trade are allowed to vary, the 
picture becomes increasingly complex and general answers are not possible. Cf. R. A. Berry and R. 
Soligo, “Some Welfare Aspects of International Migration”, Journal of Political Economy, Sep- 
tember/October, 1969. 
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investment one generation always makes in the next and that the only reward 
expected is that the beneficiaries will take advantage of their opportunities 
wherever these may be. Exporting educated migrants may earn a higher rate of 
return on investment than alternative expenditure of the same regional resources, 
and may offer the best way for children to escape the poverty of their parents. 
Moreover, under the Canadian fiscal system, equalization payments insure that 
no region must bear an extra tax burden due to the interprovincial transfer of 
taxable capacity. 


A final case expresses the concern that migration may prevent a region from 
realizing latent scale economies, particularly in the provision of public goods. 
When the cost of supplying regional public goods is fixed and to some extent 
independent of population size, migration may inflict a higher average cost in 
the provision of these services on those who stay behind. Where there are scale 
economies or externalities such as congestion in the public goods sector, the 
costs that migrants bear in both receiving and sending regions may not reflect 
the true social costs of supplying these services. Problems in the pricing of public 
goods are perhaps the most important reason why privately motivated migration 
decisions may not always be socially optimal. While this is a valid point in 
principle, its empirical importance has yet to be established. 


In addition to speculation about the welfare effects of migration, the ability 
of migration to lower unemployment rates has been challenged. If the unem- 
ployed in a depressed region have skills with which to gain employment else- 
where, migration may fail to solve their unemployment problem. An obvious 
example is where unemployment is concentrated among the unskilled of a region 
and vacancies elsewhere are concentrated in the skilled categories. While it is 
possible to point to concrete examples of this type of interregional mismatching, 
the implicit assumption that only the unemployed are moveable is unnecessarily 
restrictive. As long as the employed in a depressed region are mobile inter- 
regionally, their departure will trigger a chain of replacement vacancies within 
a region which will open to the unemployed positions lower down the skill 
ladder. If migration is socially desirable, there is no reason why mobility assist- 
ance should be confined exclusively to the unemployed. 


A related objection is that migration contributes to unemployment through 
demand effects at the same time as it reduces unemployment through its supply 
effect. This conflict originates from regional transfer payments such as unem- 
ployment insurance which are financed by outside contributions. When unem- 
ployment in a region falls due to out-migration the automatic loss of this income 
and its expenditure within the region will create some additional unemployment 
if wages are downwardly inflexible. However, what evidence there is on the 
quantitative significance of this effect indicates that migration is nonetheless 
an equilibrating process. Migration reduces unemployment in a region by a 


3 In the Atlantic provinces, Vanderkamp concluded that for every five unemployed or employed 
persons who migrated from the region, two more people became unemployed. Cf. John Vanderkamp, 
“The Effect of Out-Migration on Regional Employment”, Canadian Journal of Economics, November, 
1970. 
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greater amount than it adds to it. A system of regional transfer payments tied 
to unemployment does, however, make migration more costly than it would 
be otherwise and illustrates how measures promoting short-run adjustment 
may make longer-run adjustment more difficult. 


Chapter two presents some information on the size of interregional migration 
flows and the amounts currently being spent on mobility programs. Expenditures 
for mobility are small in comparison with those for training or with the budget 
of the Department of Regional Economic Expansion. They are also restricted 
to the long-term unemployed. The size of the net migration flows is also rela- 
tively small, so there seems little danger that an expanded mobility program 
would subsidize those who would have moved in any event. It has also been. 
emphasized that a high level of national employment is an important adjunct 
to mobility programs. When unemployment is high in all regions, there is little 
mobility programs can do. Chapter two also brought out the fact that the small 
interregional migration flows have not affected relative regional incomes. There 
are two ways of interpreting this finding. If the migrants are of above average 
quality, constant income differentials imply an improvement in the relative 
income position of those who stay behind. Alternatively, the differences in 
regional incomes may accurately measure the nonmonetary benefits of residing 
in a particular region (or the disutility of moving) which in turn produce small 
net migration flows. The return migration to low income regions which is 
captured in the much larger gross migration figures can be understood in these 
terms, and to some extent it may mean that less reliance should be placed on 
interregional migration (or any other policy instrument) as a permanent adjust- 
ment mechanism. It is futile for policy to attempt to change equilibrium income 
differentials. 

Other policies pursued by the federal government may have a more pronounc- 
ed impact on interregional mobility than an explicit mobility program. For 
example, recent revisions in the Unemployment Insurance Act providing special 
benefits in high unemployment regions may encourage more reverse migration 
than in the past. In general, regional expenditure-shifting policies are apt to 
have a negative interaction with mobility programs. Policies to shift labor supply 
across regions may conflict with those and policies to shift labor demand 
because they are alternative, not complementary, means of achieving a reduction 
in unemployment differentials. By artificially stimulating labor demand in a 
depressed region, a demand shifting policy may dissuade one more person from 
leaving the area for every additional job it creates in the region.4 The clash of 
inconsistent policies makes it impossible to evaluate one regional policy in 
isolation from others. 


4 On a highly aggregative basis, Courchene found that government transfer payments appear to 
exert a significant retarding effect on out-migration from low income regions. In his opinion, govern- 
ment transfer payment policies have been partly responsible for the persistent nature of regional 
unemployment disparities. Cf. T. Courchene, “Interprovincial Migration and Economic Adjust- 
ment”, Canadian Journal of Economics, November, 1970. 
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DEMAND SHIFTING POLICIES 


Instead of moving men to jobs, government policies may try to bring jobs to 
unemployed men. Policies of this kind are essentially redistributive: that is, 
their purpose is not to augment the total number of jobs in the country but to 
diminish the number of jobs or job offers in some areas and increase them in 
others. The case in favor of such policies rests on the assumptions that regional 
unemployment is of the Keynesian variety, resulting from a deficiency of 
regional labor demand, and that regional labor mobility does not function 
quickly enough to generalize an expenditure change over all regions and so 
prevent the conjunction of labor shortages in some areas and labor surpluses 
in others. Not only does this type of policy assume imperfect labor mobility, 
its active exercise serve to validate it. A policy of augmenting the demand for 
labor in depressed regions diminishes the incentive for these resources to move 
to areas where their productivity and return would be higher. Consequently, 
while demand-shifting policies may be able to equalize the demand pressure for 
labor across regions, they court the danger of opposing mobility policies and an 
efficient long-run allocation of the economy’s resources.5 Only in the exceptional 
circumstances that the depressed region’s labor resources were interregionally 
completely immobile would these allocative effects fail to materialize for in 
this case the issue of where unemployed workers could earn the highest return 
does not arise. | 


Although Canada does not have an explicit regional fiscal policy, the federal 
budget implements one implicitly whenever taxes are collected in one region 
and spent in another. Given the leakages in spending that inevitably occur 
whenever the federal government spends a dollar in any region, it is impossible 
to say what the net expenditure incidence of the current level of federal spending 
is on a regional basis. Similar ignorance about the size and composition of 
interregional trade flows and their sensitivity to variations in regional production 
cost levels precludes development of an efficient regional fiscal policy designed 
to shift final demand from higher to lower employment areas. The smaller and 
more open a region, the more costly it will be in terms of tax revenue, to generate 
a stipulated increase in its income through the use of regional fiscal policy.® 
For example, an extra dollar of federal spending in Prince Edward Island is 
unlikely to create much more than a dollar of income there because the province 
depends so heavily on final and intermediate goods imported from other 
provinces. 


5 An example of this effect is observable in the operation of U.S. farm programs which try to 
supplement the market incomes of the farm sector. To the extent that these schemes achieve their 
goal, they also induce resources to remain in a sector where the before-subsidy returns are less than 
those earned in other parts of the economy. 

6 Only a few attempts have been made to measure regional expenditure multipliers in Canada. 
Miller, for example, used the sparse data on regional accounts to derive multipliers of about 1.4 to 
1.5 for the Quebec and Atlantic regions. Czamanski has estimated a multiplier for Nova Scotia of 
about 1.37. These regional multipliers would compare with a multiplier for the whole economy of 
closer to 2. See F. C. Miller, ““The Case for Regional Fiscal Policy in Canada’’, a paper presented at 
the Canadian Economics Association Meeting in St. John’s, Newfoundland, June 1971; and S. 
Czamanski, Structure of the Nova Scotia Economy: Analysis of Income and Product Accounts, Institute 
of Public Affairs, Dalhousie University, Halifax, N.S., 1970. 
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A simplified example illustrates the principles involved in shifting expendi- 
tures across regions. Assume there are two regions, only one of which is at full 
employment. The federal government wants to reallocate its expenditures (or 
taxes) between the areas so as to secure full employment in each. Suppose that 
in region A, the area with deficient demand, the expenditure multiplier is two 
and the marginal propensity to import is one third. Then an extra dollar of 
government spending in region A will raise income by two and imports by 
two thirds of a dollar. Since imports equal export demand in region B by 
two thirds of a dollar in order to accommodate the additional export demand 
coming from region A. There is presumably some vector of final demand by 
government which will secure full employment in A and B. More generally, the 
problem involves applying multi-country multiplier theory to a set of regions, 
allowing for the marginal spending spillouts among the regions. The major 
drawback to doing this is that such reallocation of government spending may 
be a socially inefficient regional division of public resources. That is, social 
capital may be diverted from areas where it is needed most to others where it 
is needed less. Areas of fast economic and population growth could wind up 
with only dirt roads while other areas where the demand for such facilities is 
less intense would enjoy paved highways. 


Although it is charged with the longer-run goal of regional economic develop- 
ment, the Department of Regional Economic Expansion, DREE, could have, 
and recently has had, a stabilization role to play. By offering private firms which 
locate in certain designated areas (geographic zones with usually higher than 
average unemployment rates) a combination of subsidies on the use of capital 
and labor, DREE expects to alter the regional distribution of investment and 
job creation. The economic justification for these grants is that they represent 
temporary support for regional infant industries. After an initial “learning 
period” ni which subsidized firms are likely to experience above-normal costs 
as they adjust to a new location, DREE anticipates that these firms will operate 
without subsidy at costs of production competitive with those of firms in other 
locations. The short period of time in which this program has been in effect 
prevents any analysis of the success or failure of DREE-sponsored firms.” If the 
evidence later suggests that failures predominate, then what DREE originally 
intended to be a temporary subsidy program could very well become a permanent 
one. If the cost disadvantages of relocating in a designated area were only of a 
temporary nature, investors and firms with a long time-horizon would quite 
possibly have made the investment without the assistance of DREE. 


DREE’s operations raise several fundamental issues which, in light of the 
newness of the programs, will be essayed only briefly. First, because DREE 
encourages firms to locate in areas where they otherwise may not settle, DREE 
relocation schemes may sometimes impose a short-run efficiency cost on the 


7 Some of ADA sponsored firms experienced only a very short life span but the exact number of 
failures has never been published nor have the causes of failure been analyzed. The experience of 
DEVCO, the development corporation serving Cape Breton, is also disturbing. According to DEVCO’s 
1970 annual report, three recently established manufacturing operations went into receivership and 
about one-half of the total loans extended by DEVCO have been written off as unrecoverable. 
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economy. Over a longer term the efficiency cost may decline to zero because 
DREE claims to be promoting infant industries in depressed areas whose via- 
bility in the long run is less in doubt. If the inefficiencies induced by DREE are 
only temporary and the infants mature quickly, the total cost of DREE could 
be less than that of mobility programs for a given reduction in regional unem- 
ployment. Regardless of the validity of this claim, DREE’s central tenet that it 
is better equipped to assess the long-term prospects for success of a given product 
or industry than are private businesses is subject to question. 


This issue aside, it is exceedingly difficult to gauge the effectiveness of DREE 
programs solely on the basis of the employment they generate. One problem is 
that the incentive grants may be only a substitute for private capital which would 
have been forthcoming anyway and which is now allocated to investment else- 
where. Another is that new investment and new jobs in a region may, through 
competitive pressures, make obsolete other jobs and investment there.’ A third 
is that there is no easy way of determing what would have happened without 
these programs. Quite possibly, jobs created through lower taxes or greater 
government spending in other directions would exceed those due to DREE 
programs, though with a somewhat different spatial distribution. Fourth, the 
emphasis on manufacturing may be misplaced because employment growth 
in this sector is relatively small and because a region’s comparative advantage 
may be greater in primary industry or services such as tourism.9 This constraint 
has been recognized by DREE in the case of, for example, Lac St. Jean, Quebec, 
which is a special rather than designated area in view of the difficulty of attract- 
ing manufacturing enterprises. Finally, DREE’s goal is to maximize the amount 
of employment per dollar spent, a system of pure labor subsidies would appear 
more consistent with this objective than the present subsidy arrangement, as 
long as there is some substitutability between labor and capital. 


Another factor of increasing importance which does not augur well for the 
success of demand-shifting policies is the relatively rapid growth of provincial 
government schemes to induce private firms to locate within their boundaries. 
Virtually all provinces currently provide loan guarantees to new industry. 
Ontario, Saskatchewan and Alberta offer forgivable loans while Quebec and 
Manitoba make direct cash grants to firms which decide to locate within their 
jurisdiction. The size of some of these provincial programs is impressive. For 


8 It is interesting that in New Brunswick over the period 1963-68 ADA-assisted manufacturing 
employment growth has been estimated at 2,235 while the entire manufacturing sector increased its 
employment by only 1600 to 1800.. Whether ADA was replacing a number of rapidly disappearing 
jobs or contributing to their disappearance is a matter deserving more examination. Cf. H. K. 
Larsen, “A Study of the Economic Impacts Generated by ADA-assisted Manufacturing Plants in the 
Province of New Brunswick”, mimeo., March 1969. 

A specific and more recent case was reported in the Canadian Press. DREE offered a $13.7 
million grant for a new pulp mill at Port Cartier, Que., at the same time a pulp mill at Temiscamingue, 
Que., was closing down with a loss of 875 jobs due to overcapacity in the industry. The Port Cartier 
mill is expected to provide 459 jobs when it is in full operation. 

9 From the Census of Manufacturing data it can be seen that manufacturing employment growth 
over the period 1953-68 has been well under one per cent per year in the Quebec-Atlantic regions. 
In Nova Scotia employment declined absolutely from 22,578 to 20,291 while in Ontario the rate of 
growth was barely one per cent. Only in Saskatchewan, Alberta and British Columbia has the rate 
of growth been three per cent or better. 
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example, the combined budgets of the Ontario Development Corporation and 
the Northern Ontario Development Corporation were $33 million in 1970-7] 
and a projected $40 million for 1971-72. 


The overall effect of this provincial bidding for new industry could be a 
mutually frustrating investment subsidy which makes the DREE programs 
either much more expensive or largely ineffectual. If provinces such as Ontario 
refuse to accept the redistribution of investment produced by DREE and take 
measures to prevent it, the combination of federal and provincial subsidy schemes 
may cancel each other and exert no, or only a small, influence jon location deci- 
sions. Under these circumstances, the only significant effect would be a perverse 
redistribution of income from the general taxpayer to company shareholders. 


An explicit attempt to introduce fiscal policy with a regional slant was made 
in the federal budget of 1969. It provided for a two-year disallowance of capital 
cost deductions on commercial construction projects in selected major cities 
either experiencing, or expected to undergo, a major construction boom. Its 
purpose in these cities was to moderate the competitive bidding for limited 
resources in an industry characterized by short-run immobility of resources. 
Discussions with industry representatives suggest that this measure did not 
have much effect because it was a small dose of rather weak medicine. While 
larger doses of the same medicine might work in the future, policy measures to 
loosen the present constraints on resource mobility within the industry may be 
more desirable. 


In recent years alternative fiscal devices of a more general nature which would 
transfer aggregate demand across regions have been considered. One device 
involves more co-ordination between federal and provincial budgetmaking; 
the other would establish a new institution of an interprovincial stabilization 
fund. Under the first approach, if aggregate demand pressure were experienced 
first and with greater strength in western regions, governments in these provinces 
would run budget surpluses to contain demand pressures in their areas, while 
federal fiscal and monetary policy would assume an expansive posture with 
respect to the eastern regions. Under the second, federal fiscal and monetary 
policies would keep aggregate demand at high levels while the proceeds of a 
special income tax on western regions would be donated to the provincial 
governments of the eastern regions to expand demand in their areas either by 
lowering tax rates or by raising government spending. Both devices would 
transfer demand and resources from western to eastern regions in order to 
achieve full employment in all regions at a noninflationary level of aggregate 
demand. Western regions would have to accept permanent budget and trade 
surpluses in order to permit full employment budget and trade deficits in the 
eastern regions to be realized. 


INFLATION AND SEPARATE CURRENCY ARRANGEMENTS 


If national inflation is to be of any positive economic value to weaker regions, 
it must be associated with advantageous relative price effects which would be 
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elusive otherwise. There is probably only one instance in which inflation might 
benefit weaker regions. This would occur if money wages there did not keep 
pace with money wage increases in stronger regions so that inflation might 
serve to correct the relative overpricing of labor in weaker regions. If this 
happened, the shift in unit labor costs would help to spread commodity and 
labor demands more evenly across regions. However, the record of interregional 
wage changes suggests that this behavior could not be relied upon. The rigidity 
of the interregional wage structure seems so far impervious to the amount of 
inflation that Canada has experienced to date. 


The notion that weak regions benefit from national inflation probably origi- 
nates in the observation that relative unemployment rates in these areas are 
lower during times of strong excess demand and its inflationary consequences. 
Despite the accuracy of this observation, it does not imply that a permanent or 
steady rate of inflation would be advantageous to these areas. On the contrary, 
once excess demand began to dissipate itself in prolonged inflation, it could have 
deflationary consequences for weak regions if, in view of their trade deficit 
with other areas, their higher export receipts were more than offset by higher 
import payments made to other regions. Under these circumstances, inflation 
would resemble on excise tax imposed on weaker regions to reduce aggregate 
spending there. An Appendix to this chapter develops the import demand for 
this type of perverse effect to occur. 


If the eastern regions were granted a separate currency and control of their 
own money supply, they would possess an additional policy instrument for 
achieving full employment. Given the almost perfect mobility of funds, this 
extra flexibility would not come from lower interest rates but from the ability 
to devalue the regional currency.!0 Devaluation would have the effect of reducing 
the real price of labor in these regions and encouraging a shift of final demand 
towards the output of the region.1! Though devaluation might work, probably 


10 Another argument for separate regional currencies is that a national monetary policy has 
severe discriminatory impacts on different regions. The argument for discrimination does not rest on 
different regional interest rate elasticities in the demand for finance, but rather on noncompetitive 
rationing so that borrowers in some regions are systematically denied loans granted to borrowers 
elsewhere at the same risk-adjusted interest rate. While there has been little research on this subject, 
it is interesting that Cairncross could find no evidence of such discrimination in the Atlantic prov- 
inces. He concluded that bank credit is not a major factor in the economic fluctuations of the region 
and that monetary policy impinged more on the Atlantic area through its influence on the pace of 
activity in other regions. The main deficiency in the Atlantic provinces appeared to be a lack of in- 
vestment opportunities and not the finance to take advantage of them. See A. K. Cairncross, Economic 
Development and the Atlantic Provinces, Atlantic Provinces Research Board, Fredericton, N.B., 
February, 1961. 


It should also be noted that government lending channels often try to systematically discriminate 
in favor of weaker regions through the provision of low interest credit as in the case of the Industrial 
Development Bank, C.M.H.C. and DREE if the latter is viewed as affecting the regional cost of 
credit. 


11 Leff has concluded that much of the problem of regional inequality in Brazil is traceable to 
the North-East being locked into a common currency arrangement with the South-East. When coffee 
exports from the South-East boomed and led to an appreciation of the exchange rate, sugar and 
rubber exports from the North-East became less profitable. Rigid money wages prevented a restora- 
tion of profitability, and migration to the South-East was impeded by poor transportation services. 
A flexible exchange rate or a separate currency might have prevented the subsequent depression in 
the North-East by changing the terms of trade between the two regions. N. Leff, “Development and 
Regional Inequality in Brazil’’, Quarterly Journal of Economics, May 1972. 
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insufficient money illusion exists to guarantee its success. If labor were to learn 
quickly how to make adjustments for exchange rate changes, nothing would be 
gained by having this extra policy instrument. Note that the fiscal equivalent 
to devaluation or an “effective” inflation is a tax on those currently employed 
in weaker regions offset by a matching subsidy to the wage demanded by the 
unemployed in the same region. That is, the essential difference between the 
policies discussed here and those considered in the last section is that the former 
do not require a continuing interregional transfer of income resources. 


GENERAL FISCAL TRANSFERS 


The fundamental regional problem is that some regions are richer than others. 
Most regional policies recognize this and involve some redistribution of income, 
so it is necessary to consider alternative income transfer schemes. From this 
point of view, the issue is the general one of poverty and not just the need to 
equalize regional unemployment rates or to promote this or that type of industry 
in depressed areas. 

Ethical considerations aside, there are several strong economic reasons for 
favoring general fiscal transfers as a method of income redistribution. The cur- 
rent structure of income distribution among the regions reflects to some extent 
the outcome of earlier government policy decisions. Thus, for example, Ontario 
has prospered in part because the tariff system has protected her at the expense : 
of real incomes in other areas, while Alberta, and perhaps British Columbia, 
have profited from special tax treatment of their resource industries. 

The current fiscal arrangements for equalization payments come very close to 
identifying the regional problem as one of poverty rather than one of demand 
management. The real issue is whether a revised scheme of equalization payments 
would obviate the need for regional demand policies. In principle, a guaranteed 
annual income plan of some kind could be an effective substitute for a regional 
demand policy. Whether it would have the same implications for efficiency in 
the allocation of the economy’s resources would depend mainly on the type of 
work incentives in the plan. 

A detailed examination of income support schemes is beyond this study’s 
scope. However, one important difference between an income maintenance plan 
and regional fiscal policy is that the former would not explicitly recognize a 
region as poor but would support poor people in all regions, regardless of the 
wealth or poverty of the region. Perhaps it is inevitable in a federal system of 
government that policies over time have become more concerned with income 
distribution among provinces than among persons. In the interests of achieving 
greater horizontal equity in the overall fiscal system, a guaranteed annual income 
scheme might have much to recommend it. A necessary feature of any such 
scheme would be the gearing of payments to average regional incomes. If pay- 
ments were instead related to average national incomes, this approach would 
also oppose adjustment through interregional migration. 
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From the perspective of regional poverty, policies involving demand redis- 
tribution such as those of DREE or regional tax and expenditure proposals, 
operate on the principle of ‘“‘trickle-down”’ effects. It is hoped that the poor will 
share proportionately, or even more than proportionately, in any income 
expansion in poor regions. However, relatively little is known about the inci- 
dence of government expenditures in poor regions. If unemployment in these 
areas is predominantly structural in origin, increased spending may add more 
to the incomes of the relatively rich than to those of the poor. Perverse transfers 
of income from the poor in rich regions to the rich in poor regions could occur. 
Because income maintenance schemes would require no direct support of high 
income earners in poor regions, the cost of such a program could conceivably 
be much less than the sum of current expenditures designed to raise the overall 
income level of depressed areas. 


In evaluating the full range of feasible regional policy options, a mixture of 
short and long-run considerations must be weighed. This is unavoidable because 
short-run stabilization measures invariably require some amount of regional 
subsidy which will affect longer-run regional performance. This is especially 
true of manpower programs, demand shifting schemes and income transfer 
policies. It is less true of the inflation and separate currency alternatives which 
are also less feasible options than the others. Choosing the proper emphasis 
that should be placed on the first three alternatives requires further considera- 
tion of the goals of regional policy and the constraints on achieving them. 


From a long-run vantage point a judgement is required on what priority 
should be accorded the preservation of a region per se. If this goal has high prior- 
ity, there is no point in discussing expanded mobility programs as a means of 
securing more effective stabilization of the economy. Subsidies to manpower 
training and expenditure shifting would provide the only degrees of policy 
freedom and choice between these two would have to be based on what contribu- 
tion each could make toward raising regional incomes or reducing regional un- 
employment per dollar spent. If the unemployment problem is mainly structural, 
relatively higher expenditures on training and intraregional mobility would 
presumably involve a temporary subsidy to the region. However, if the unem- 
ployment problem is attributable to wage distortions, there is every reason to 
expect that permanent subsidies will be required, and weak regions will depend 
on the generosity of stronger regions for their survival. This could only be 
avoided if the resources transferred to weaker regions were used for investment 
purposes and effectively raised the rate of return on investment (or, equivalently 
the productivity of labor) to the point where the need for a continuing subsidy 
disappeared. 


If an efficient allocation of the economy’s resources is an important policy 
goal, the goal of maintaining the relative population size of different regions 
may have to be sacrificed. If, in the absence of regional subsidies, longer-run 
adjustment in the economy requires the interregional movement of people, 
short-run stabilization measures should not interfere with this adjustment. This 
would argue for more reliance on mobility programs and less on temporary 


REGIONAL ECONOMIC POLICIES 143 


demand shifting measures which retard interregional migration and work against 
the achievement of a more permanent solution to regional economic stress. 


Leaving these longer-run issues aside, it can be asked which policy, that of 
shifting labor supply or that of shifting labor demand among regions, offers 
more promise as a stabilization instrument when the sources of above average 
regional unemployment are uncertain. If structural difficulties are the main 
source, mobility and training schemes should be chosen over regional demand 
policies. If deficient demand is the cause, the major concern is to prevent those 
regional labor markets which affect wages in other areas from becoming too 
tight. This could be accomplished by either policy. Thus supply policies affecting 
the type and amount of labor in high unemployment regions would probably be 
effective regardless of the source of unemployment in these regions. This is not 
true of regional demand shifting policies. Unless the costs of reducing unemploy- 
ment through supply policies can be shown to greatly exceed those attached to 
demand shifting, the former have a much higher probability of contributing to 
a better stabilization performance than the latter. 


REGIONAL INCOMES POLICIES 


If wage changes in the higher wage, western regions of the economy respond 
to excess demand pressures there and these changes are copied by labor market 
institutions in the eastern regions where there is excess labor supply, a selective 
incomes policy controlling only wage and prise decisions in the western regions 
could be an effective instrument of national policy. Selectivity of this kind would 
result in more efficient stabilization if at the same time measures were adopted 
to transfer some of the excess demand pressures from the western to the eastern 
regions. Otherwise, a general depression of final demand, undertaken to gain 
control over wage and price decisions in the pace-setting western regions, would 
inflict unnecessary hardship on the eastern areas. Slack labor markets in the 
eastern regions would purchase no improvement in the overall level of wages 
and prices in this situation. Another advantage of regional incomes policy could 
be its administrative simplicity. That is, a much smaller subset of the wage and 
price decisions made in the economy would have to be policed in order to enforce 
either a voluntary or mandatory incomes policy. 


A selective regional incomes policy might also be used to impose a more 
appropriate interregional wage structure if the present structure is responsible 
for regional disequilibrium. This would entail permitting larger wage increases 
in western provinces than in the eastern regions. If the problem is an inap- 
propriately wide intraregional wage structure, an incomes policy of permitting 
smaller wage gains in the high wage sectors might reduce the level of regional 
unemployment in high unemployment regions. Regional incomes policy may be 
a useful distortion if it were to offset the undesirable effects of other distortions 
in the economy. Needless to say, such a plan would demand from governments 
an enormous amount of political skill and courage. It is never easy to rule the 
economy by government edict. 
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A small caveat may be in order here. If unemployment in the eastern regions 
were primarily of a structural nature rather than a response to demand defi- 
ciency, the payoff from pursuing a selective regional incomes policy would be 
diminished since the policy of transferring or maintaining demand would pro- 
voke wage increases in the eastern regions in excess of those permitted in the 
western regions. Such an outcome would be hard to defend in terms of either 
equity or efficiency and would likely ruin any effort at regional incomes policies. 
It cannot be over-emphasized that an accurate diagnosis of regional unemploy- 
ment is essential to devising a suitable regional policy. 


REGIONAL ECONOMIC INFORMATION 


This study, no less than others in the same area, has been at time severely 
constrained by a lack of pertinent information on regional economic behavior. 
Although pointing to weaknesses in the data is often an excuse for a greater 
deficiency, a weakness in imagination, a good deal of the information essential 
to regional analysis is missing at present. The nature of regional interdependence 
in Canada is vital to an improved understanding of how regions behave and to 
the framing of efficient regional policies. However, it is precisely at this crucial 
juncture that the absence of data is more noticeable. Time series information 
pertaining to the interregional flows of money, goods and people is simply not 
available and crude estimates of these items are always subject to challenge on 
grounds of unreliability. This study has been hampered in particular by an 
inability to focus directly on the interregional transmission of aggregate demand 
impulses. It is certain that these impulses are transmitted through the intricate 
network of interprovincial trade, migration and finance and affect wages, prices 
and employment in all regions. Until more information about the size and com- 
position of these interregional linkages is available, the geographic diffusion of 
aggregate demand changes will remain something of a mystery. 


The problem of regional economic information is sometimes national as well 
as regional in scope. Thus, for example, data pertaining to actual wage rates 
received cannot be obtained at any level of aggregation. Often, however, data 
series are available nationally but not regionally. This deficiency is most keenly 
felt in the area of regional production statistics. With the exception of annual 
data on regional value-added in manufacturing and gross production figures 
for some natural resource industries, it is impossible at the moment to determine 
the size of regional output on either a sectoral or aggregate basis. 


Besides regional gaps in collecting information, there is frequently a problem 
in the processing of existing data sources. For a long time the Labor Force 
Survey has been an untapped source of information on the operation of regional 
labor markets. Only recently, however, have some efforts gone forward to un- 
cover data on the regional characteristics of the unemployed. Who the provincial 
unemployed are in terms of age, sex, education, marital and family status, 
rural-urban residence, industry and occupation could be obtained on a contin- 
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uing basis from Statistics Canada at no great cost if concerted demands were 
made for this information. A start has already been made in this direction but 
it would benefit from more outside encouragement and support. Since much of 
the raw data that goes into the construction of the national accounts is drawn 
from regional sources, there is also some potential here for extending this useful 
framework to provide regional as well as national information. In these two 
instances at least, it would be both feasible and desirable to supply information 
on employment, unemployment and levels of economic activity at the subregional 
level. As noted earlier a province is an artificial economic entity and analysis 
conducted at a provincial level runs the clear danger of ignoring the marked 
heterogeneity which exists in most provinces. For example, the western portion 
of Quebec has characteristics which ally it more closely to Ontario in economic 
performance than the eastern portion which bears a closer resemblance to the 
operation of the Atlantic economy. Saskatchewan, on the other hand, with its 
heavy dependence on agriculture, might more realistically be treated as a 
homogeneous unit. 


As a first step toward remedying some of these deficiencies it is encouraging 
to see that a number of provincial governments are engaged in the difficult job 
of constructing provincial accounts data. Ontario is probably the most advanced 
in this field, having dealt successfully with a number of the complicated con- 
ceptual problems that confront this type of undertaking. Some of this path- 
breaking work will make it easier for other provinces to follow suit. Thanks to 
the work of Levitt and Czamanski, provincial accounts have also been estimated 
for the Atlantic provinces.12 Alberta and Quebec are presently establishing 
accounts for their jurisdictions but little is known about the plans or intentions 
of other provinces. If more of the provinces become involved in these projects, 
Statistics Canada might agree to develop and supply the data needed to give an 
accurate picture of regional linkages. 


A set of consistent provincial accounts data would shed considerable light on 
the sources and uses of provincial saving, the composition of investment, the 
level of aggregate economic activity, the origin of imports, the destination of 
exports, and the budgetary postures of provincial governments. For example, it 
is NOW no easy task to determine which provinces are, or have been, in a surplus 
or deficit position. The task is made difficult because of provincial variation in 
accounting practices affecting the treatment of direct and indirect debt (the 
liabilities of provincial crown corporations) and intergovernmental transfer 
payments. Once this aggregate information were available, some sectoral 
disaggregation could be achieved and used to develop input-output tables for 
studying the structure of provincial economies and tracing the impact of demand 


12S. Czamanski, Structure of the Nova Scotia Economy: Analysis of Income and Product Accounts, 
Dalhousie University, Institute of Public Affairs, Halifax, N.S., 1970. 


K. Levitt, A Macroeconomic Analysis of the Structure of the Economy of the Atlantic Provinces 


ee : seal presented to the meetings of the Canadian Economics Association at York University, 
une 6, 1969. 
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changes.13 Input-output tables have been compiled for the Atlantic provinces by 
Statistics Canada and for Ontario and Quebec by their respective governments, 
but the trade sector in each is so poorly described that it is impossible to link 
them and examine interregional demand flows. As an adjunct to this effort, it 
would also be worthwhile to explore ways of measuring the regional distribution 
of the economy’s capital stock and the rate of return to this capital in different 
sectors and regions. For instance, one is tempted to attribute much of the down- 
turn in Quebec investment to a relatively low rate of return on capital in that 
province but there is no straightforward method of demonstrating or disproving 
this hypothesis with existing data. 

While statistical advances in the elaboration of provincial accounts and input- 
output formats would eliminate a large number of the gaps on quantities, 
regional price information would still be deficient in a number of respects. 
Consumer price indexes for major cities are currently the only price data with a 
regional dimension. In many instances, the prices received by producers in 
various areas would be much more useful in determining the profitability of 
producing in different locations, in assessing the impact of changes in import 
prices on the price of locally produced goods, and in making allowances for 
regional variation in sales taxes. More detailed regional wage information 
would be helpful too. While it is known that average wages move together in 
different regions, there is insufficient data on regional wage structures to pinpoint 
where the regional wage linkage is tightest or where it is less closely connected. 
The wage survey of the Department of Labor nearly provides this data but it 
often lacks comparability, both over time and across regions. 


Finally, while this study has concluded that inefficiency in the operation of 
the Quebec-Atlantic labor markets is the major source of their relatively high 
unemployment rates, it has been unable to identify which sectors within these 
regions contribute most to this inefficiency. That is, the source and exact nature 
of the inefficiency are still unknown and require more intraregional data on 
labor market operations. The Prices and Incomes Commission has sponsored 
new effort in this area, by partially financing the cost of retreiving information 
about the characteristics of the unemployed by region from the Labor Force 
Survey. The value of this data would be greatly enhanced if it were comple- 
mented by additional information on hires and separations by regional industry 
and occupation, by regional vacancy data, and by special Labor Force Surveys 
of regional job search patterns and work preference or job aspirations. It would 
appear that the recently established Job Vacancy Survey could with little effort 
be expanded to include hiring (new hires and rehires) and separation (dismissals 
and quits) data. To be consistent with the unemployment data, these figures, as 


13 Of course, it is always possible to make poor, as well as good, use of new data, but this is 
true of any body of information. For example, DREE has been using the Atlantic input-output 
tables to identify sectors with the strongest backward and forward linkages in order to minimize the 
leakages in expenditure associated with a given expenditure injection. This criterion could give an 
unwarranted import substitution slant to their spending. A more appropriate use of these tables would 
be to calculate the regional resource cost of earning a dollar through extra exports and saving a dollar 
from additional imports. Induced structural change will succeed only if it promotes the most efficient 
mix of new industries. 
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well as those for vacancies, would need to be collected and published by industry 
and occupation for each province. The workings of regional labor markets 
cannot be fully understood without much more micro-data than presently exists. 
For example, the wage structure model in chapter four cannot be adequately 
explored without better data on regional wage structures and a better idea of the 
sectoral composition of vacancies and unemployment in each region. 

It is ironic that so much effort and so many resources are currently being 
invested, both directly and indirectly, into an expanding scale of regional pro- 
grams when there is so little regional information on which to base these policies 
and to evaluate their results. The narrow confines of the existing data make it 
hard to refute even wildly implausible analyses of regional economic behavior 
with convincing empirical evidence to the contrary. One is forced to rely instead 
on intuition and some guidance from general economic principles which cannot 
quantify the importance of different arguments and in most instances can discern 
only the grossest misconceptions about how a regional economy functions. 
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APPENDIX TO CHAPTER SIX 


INFLATION AND REGIONAL DEMAND TRANSFERS 


This appendix considers whether inflation could be regionally deflationary. With the aid of 
some simple algebra, the economic conditions allowing such an event to occur are derived. 
If a region with a sizeable trade deficit vis-a-vis other regions also has a low price elasticity 
of demand for imports, external inflation may reduce aggregate demand in the region because 
higher export receipts are inadequate to offset higher import payments to the other regions. 


The analysis starts by assuming that supply influences do not enter the problem. That is, 
all supply elasticities are infinite so that the supply of output responds passively to demand 
changes. In value terms a region’s balance of payments with other regions is defined as Bp = 
Xo — Mo = Px. X — Pm.M where Xo and Mb are export receipts and import payments 
respectively. Assume the region is initially in a deficit position so that By < 0 or Xo/Mo < 1. 
As interest centers on demand changes when supply curves shift upward in response to infla- 
tion, there is a conceptual problem in defining appropriate relative prices. A change in the 
exchange rate linking two trading areas normally alters the relative price relationship between 
traded and nontraded goods. Regions of a single country, however, are tied together by a 
common currency, and it is not clear if or how a generalized inflation will affect relative prices. 
As a first approximation, export prices in our deficit region are measured relative to tradable 
goods prices elsewhere, and import prices in the deficit region are measured relative to non- 
traded goods prices in the same region. 

As import prices rise in response to an inflation originating in other regions, changes in 
import demand in the deficit region can be measured as AMa = M APm + Pm AM. The 
second order term AM . APm is ignored. This last expression can be reduced to the following: 


AM Pm 
APm M 
APm 
= Mo (1 — &m) — 
Pm 


where Myo = Pm . M, the initial import bill and em is the price elasticity of demand for imports 
On the export side, an analogous expression can be developed: 


AP, 
AXa = Xo (1 — €x) 


where Xo is the initial export receipts and €x is the price elasticity of demand for exports. By 
the supply assumption AMa = AMs and AXa = AMsg so that the change in the balance of 
payments of the deficit region, or the change in aggregate demand within the region, is 


AP, APm APm 
ABy = Xo (1 — xs) — — Mo (1 — &m) —— or —— {Xo (1 — &x) — Mo (1 — €m)} 
x m m 
AP, APm 
if ee 
P. Pm 


This last expression will be negative and aggregate demand will fall in the region if Xp (1-€x). 
< Mp (1-€m) or if 

Xo «6 (1 — Em) 

—— < ——— | 

Mo dl = Ex) 
If it is further assumed that on the export side the terms of trade remain unchanged so that, 
ex-post, £m = O then the inequality becomes 

Xo 


Em + 1 — —.! 
Mo 


1 This may seem inconsistent with the more conventional criterion €m < 1. The difference arises 


from the way in which €m, €x are defined so as to refer to.equilibrium points on different demand 
curves. Figure A-1 illustrates the point more clearly. 


APPENDIX 149 


From this inequality it can be seen that if trade is originally balanced, Xo = Mo, regional 
deflation is impossible as long as the price elasticity of demand for imports is positive by any 


amount. 

Inflation, if it works as just described, is more likely to be deflationary in a deficit region, the 
worse the initial trade imbalance and the smaller the price elasticity of demand for imports. 
Import demand is more likely to be inelastic, the greater the degree of regional specialization, 
since greater specialization probably means that there are few regional substitutes for imports, 
either actual or potential. In these circumstances, higher money payments for imports with- 
draw purchasing power from the region and reduce spending on regionally produced goods to 
an extent that is not offset by higher payments for the region’s exports. Inflation under these 
conditions has effects similar to an excise tax imposed on weak regions. 


This situation is shown graphically in Figure A-1. In the export sector of the deficit region 
supply of and demand for exports shift as indicated so that the ex-post price elasticity is meas- 
ured between points C and D and is equal to zero. Export receipts and regional income are 
higher by the amount A B C D. In the import sector supply shifts upward by the same amount 
as in the export sector, and demand shifts to the left by an amount which depends on the price 
change in nontraded goods. The ex-post price elasticity is measured between the equilibrium 
points G and I. Total import payments increase by the difference in the two rectangles FE H G 
minus M, H I Mp. If this difference is positive and exceeds the export rectangle A B C D, 
then the total demand for the deficit region’s output will decline. 


Unfortunately, not much light cdn be cast on the empirical relevance of this phenomenon. 
Table A-1 gives export and import values for the Maritimes for the year 1960. All the 
Maritime provinces were running sizable deficits that year, and there is no reason to think the 
picture has changed substantially since. With these figures, required values for &m can be 
calculated if inflation is to be deflationary in these regions. These values range between 0.24 
and 0.55 and suggest that, even though €m cannot be estimated directly, the Maritimes probably 
gains little from inflation and may actually lose. 


Trade data for other regions are skimpy. Ontario’s regional accounts indicate a positive 
trade balance in that province for all years between 1957-69. Miller’s trade estimates for Quebec 
suggest that it has run a continuous but relatively small trade deficit of between four and seven 
per cent of Gross Provincial Product between 1957 and 1967.2 


TABLE A-1 


The Maritimes: Exports and Imports, 1960 
(Millions of Dollars) 


Exports 
“Required” 
Province Exports Imports Imports Em 
INOVa Scotia fetta eee eee 306.8 529.9 0.578 0.42 
New Brunswick. ee 321.0 422.0 0.76 0.24 
Newfoundlande=).2.. = A oe 186.9 292.1 0.64 0.36 
Prince Edward Island...............c.cccccccsceeee 38.3 85.5 0.447 0.55 


Source: K.. Levitt, A Macroeconomic Analysis of the Structure of the Economy of the Atlantic 
Provinces, 1960, a paper presented to the Meeting of the Canadian Economics Association at York 
University, June 6, 1969. 


There are other reasons, however, for believing that the mechanism outlined above does 
not completely describe the effect inflation may have on economically weak regions. Inflation, 
if it is to benefit a region, must be accompanied by advantageous relative price changes. 


2F. C. Miller, The Case for Regional Fiscal Policy in Canada, a paper presented at the Canadian 
Economics Association Meetings in St. John’s, Newfoundland, June, 1971. 
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Figure A-1 
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Among the most important of these changes would be a regional alteration of the real price of 
labor. If money wages in areas of excess labor supply do not keep pace with money wage 
increases in other regions, inflation may correct the relative overpricing of labor in the former. 
In this way the double factoral—or unit labor cost—terms of trade may shift to spread com- 
modity and labor demands more evenly across all regions. It should be noted, however, that 
nothing in the record of regional wage changes suggest that this has in fact happened. 


Secondly, the potential or actual deflationary impact of inflation in weak regions may be 
only of limited duration. The passage of time and alterations in regional comparative advan- 
tage may be sufficient to raise the value of &m to the point where inflation is no longer defla- 
tionary. Thirdly, if weak regions serve as marginal suppliers to the rest of the economy, then, 
as capacity tightens in more buoyant areas demand may shift disproportionately towards the 
weaker regions during periods of heightened economic activity and subsequent inflation. 

As well, there are other, though similar, channels through which demand in an inflationary 
setting could be transferred away from weaker regions towards stronger ones. This would be 
the case if a region imported the bulk of its intermediate inputs from inflationary regions and 
sold its output on noninflating world markets at a fixed exchange rate. Even without inter- 
mediate inputs, if some regions (for example, the Prairies) are receiving less for their output 
than the increase in prices for the goods and services they purchase elsewhere, inflation may 
divert regional spending away from regionally produced goods if demand elasticities are low 
enough and trade is initially unbalanced. 

Without any numbers it is impossible to assess the likelihood that inflation may have defla- 
tionary consequences in a given region. For the Maritimes, however, there is some indication 
that such a situation may be close to reality. 
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TABLEAU XL 
Salaires horaires minima, par province, 1961-1970 

er a ee a ee ee a a Oe ee a eee ee ee a SS eS 
Année T.N. LP.E. N-E. N.-B. P.Q. Ont. Man. Sask. Alberta CB. 

a a en a a a ec oe ee 
LOGIE S.F aps et Cae ie a ea Gb OU N/A $ .54 $ .65 $ .70 Seale $ .66 $ .85 $ .85 $1.00 
. LOG Div Snes conc ee Re wc Pept te « .50 SaoS 54 65 .70 aD .66 85 85 1.00 
LOGS Fn a ae ee tee .70 1.00 54 65 .70 95 75 85 85 1.00 
T9G4 Fee ce oe nina te .70 1.00 54 fs) .70 1.00 ELS .89 85 1.00 
LOGS ear ae ce «ear ae as See .70 1.00 1.05 .80 85 1.00 85 95 1.00 1.00 
T9666 rs eee et tl. ae ee ees .70 1.10 1.10 .90 1.00 1.00 1.00 1.00 1.00 1.00 
TOG Skee ee te .70 1.10 1.10 1.00 1.05 1.00 1.10 1.00 1325 1.25 
TOGGEe oe ee 5s Pe ea ae Sree ed 1.10 Ind 5 1.15 1.00 5 1.30 1525 1.05 1325 1225 
TOGO Sore ee. ea Hale! Bs ake ot 1.10 1225 1225 1.15 1125 1.30 1.35 1725 1325 1.25 
USTO SS ae ees doe oe ae eee 1.25 1525 1.25 1.15 1.40 1.50 1.50 1.25 SS 1.50 


Noe Se ee ee eee ES ee 


Source: Ministére du Travail du Canada, Ottawa. 
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TABLEAU XXXVIII 


Evaluations du chomage saisonnier, par région (Ugj), et de son importance par rapport 
au chémage total (Ugj/U), 1953-1969. 


Se SE 


Année Atlantique Québec Ontario Prairies Colombie-Britannique 
oe ee a a re eS ee a ee 
Ug\/U Us} Usi/U Us Usi/U Us} Usi/U Us1 Usi/U Usi 
1 53 eae ance ac te os cigs ate ears ie ge 42 IP 40 1.50 a 0.77 99 1.81 38 1,52 
See ee ete ee es APS cacy ia eas 49 SPAS 18 1.05 20) 0.75 ei 1.28 ak 1.92 
hh) Aa ee re ee Cee cate aoe 38 2.50 45 2.78 he 2.30 .66 2.06 56 Pele 
MOS Gi ae net ae are. a ates cos Siaaw dep eee 2 3.14 48 2.40 36 0.87 as 1.66 61 1.72 
LOS Sete et hs ce Ay ee secs. = on 45 3.74 41 2.46 30 1.02 61 1.58 Pay) 1.10 
MOSS Fe cte cree ate © Ties tee scares ake 40 5.00 42 Sek PA) 1.45 sod 23) .30 2.02 
MOBO en tele yy ea Crests sae one 239 4.28 46 3.61 36 1.62 62 1.97 a2 2.10 
TOGO erpeettan als ¢ ae. Gets eiaetore see te orm 49 evel | coh 3.34 23 1.25 49 2.04 18 1.49 
SIS RS es wera Ate eae A on Re 38 4.26 34 3.10 47 BSS) 38 Led 40 3.41 
TOG DP re etree sic ea ce Seely ote 36 3.88 31 230 34 1.48 56 Pah ao 1.55 
TOG Seri ver vets ome wart fe alee 42 4.02 29, 2.15 38 1.46 45 1.65 .76 4.86 
TDG A Peete oe ete g eats Gao ee eer aie 40 3.13 a2 2.02 0 1.11 44 1 eM 1.42 
TGS comes re 2 oe es eke ate lees ata eos 49 3.59 36 1595 45 18 .60 1.49 a2 133 
DIOGRR cep ate 6 9) tee Sere oe oc Ge 40 2.54 27 127 28 0.69 40 0.83 eh7 0.76 
BG lee wastes 4 aieuegs eae ire eats eae tee 43 2.83 .36 $393 29 0.89 ae 0.80 2 1.61 
TOG Gaerne sees 9 caval svers e seete Waa ore 40 295 oe 2.06 30 1.06 a7 Fe | i 2.09 
TSG 98, Ge, tetera anette atese eee 2 Sb he = ary 34 2.60 21 1.48 Jae! 0.89 43 1.26 wal 1.03 


ee Se SS SS SS ee ee 


Remarque: La méthode de calcul du chémage saisonnier est décrite dans le chapitre 5. 
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TABLEAU XXXVII 
Ajustement régional de l’emploi, 1953-1968 (trimestriel) 


In Ny K InNy-; InWy-y InWes InPy-5 In VA/P D, D2 D3 R D.W. 

Terre-Neuve ....... 57 ‘SS -.03 -.03 49 43 .09 .09 =,007 92 2.00 
; (.74) (4.50) (-.15) .h7) (1.04) (3.01) (9.81) (8.53) (-.49) 

Nouvelle-Ecosse ..... —1.96 87 - 54 01 1.12 pla 05 .05 .009 .93 1.76 
(-2.07) (11.71) (=2.58) (.05) (2.36) (1.56) (9.48) (9.50) (1.92) 

Nouveau-Brunswick ... ~—1.05 .84 -.09 ae We 53 3 .O7 .06 = OF 95 2.01 
(-1.33) (12.26) (=:34) (-.59) (1.26) (1.07) (10.92) (9.01) (-1.77) 

Quebec tire ae... 45 .04 .08 62 56 oF 01 .017 01 .90 P44 3s 
(.47) (.27) (.34) (- 2.03) (1.19) (5.85) (2.03) (3.49) (2.42) 

Ontatid 952 Se 45 es =.55 61 =.10 = 21 Ad 34 01 01 .004 .99 eg A 
(-.80) (10.56) (-.80) (-1.34) (.62) (7.68) (6.86) (4.75) (2.62) 

in N; K InNy-1 In Wj, InP*1 InVA/P Dy Dy D3 R° D.W. 

nee a a er a pers eine oir RE nh Be a nee Ree ee ee eee 

erre-Nelive: am cer wiccte eo a Boe eae, aL =.15 .88 49 .09 .09 - 006 p92 1.96 
7 (1.25) (4.21) (-.64) (1.54) (3.49) (10.01) (11.39) (453) 

Naouvelle-Ecosse =. 2... .. 6 — —1.06 91 =o 3 .16 .05 .04 01 .92 157 
(-.98) (12.14) (siti) (1.31) (1.51) (8.46) (8.71) (2.68) 

Nouveau-Brunswick .......... =—-92 .84 =20 36 oh .07 .06 -,008 95 1.95 
(-.88) (11.20) (-.90) (.67) (1.40) (10.85) (9.69) (=128) 

Qnebereraee ts ten oe. ge om .66 12 - 43 31 Fas 01 cOTS 01 90 Ze 
(.57) (.88) (-1.63) (.55) (5.78) (2.13) (3.13) (2.40) 

OTATIO”™ aeeee fete. Ss ee ee 39 .60 = 35 15 35 01 .008 .006 99 175 
(-.94) (13.04) (-3.08) (.75) (8.67) (6.66) (4.31) (2.74) 


a se 


Remarques: (1) Dans tous les cas, la variable dépendante est le logarithme de l’emploi dans le secteur manufacturier. On trouvera la description des 
variables indépendantes dans le texte du chapitre cinq. D ,, D2 et D3 sont des variables de substitution saisonniéres; VA/P représente le rapport entre la valeur 
ajoutée dans le secteur manufacturier de la province et l’indice global des prix des biens de consommation durables. W*;- 1 et P*4- 1 représentent des 


povenness mobiles sur quatre trimestres des salaires et des prix, retardées d’une période par rapport a la variable dépendante. 


(2) R 2 est la valeur corrigée de R? et D.W. le paramétre de Durbin-Watson; les rapports t sont indiqués entre parenthéses sous les coefficients de 


régression. 
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TABLEAU XXXVI 
Ajustement régional de l’emploi, 1953-1970 (trimestriel) 

in N; K InN} InWy-1 1mWy-5  InP;-5 In IVPI D, De D3 R° D.W. 

Terre-Neuve\, >... . sae Ae .86 as WPA .04 43 -.04 10 .08 -.03 .90 2.42 
; (-.30) (10.92) (-.64) (.20) (.96) (-.54) (11.98) (7.45)  (—2.47) 

Nouvelle-Ecosse ..... - 96 .80 eg | .009 .837 12 05 .04 .009 92, 1.73 
(~ 1.27) (10.67)  (-—3.26) (.05) (2.18) (1.98) (10.25) (10.52) (2.09) 

Nouveau-Brunswick ... — 84 .83 aol a4 FY) .70 maak Aum .06 =2017 95 2.00 
(-.94) (12.14) (-.70) (=.55) (1.54) (1.40) (11.25) (8.48) (-2.05) 

Quebec? Bees ee. als 2.36 14 =~ 15 — 43 .839 FM 01 .02 01 92 2.19 
(2.64) (1.18) (-.67) (-1.63) (2.05) (6.68) (2.47) (4.44) (2.85) 

ONtAtiG= ©. eae 1.48 fo) =7290 -.08 21 34 01 01 .005 .99 1.90 
(3.72) (9.96) (3237) (-.69) (leo) (9.30) (6.92) (5.26) (3.13) 

InN; K InNyy InW*;y- 7  InP*; In IVPI D, D2 D3 Re D.W. 

Terre-NGUVGp mc: sca: ota ed scwe. cee, oe ae .87 =.12 45 -.03 10 .08 303 .90 2.39 
: (-.29) (11.01) (-.40) (.78) (-.47) (12.28) (10.46) (-2.96) 

Nouvelle-Ecosse .......-+.-.e-- 38 .78 =.29 iT 13 .044 .04 01 91 1.47 
(.45) (10.22) (-1.04) (.40) (2.16) (8.92) (9.87) (3.16) 

Nouveau-Brunswick .......... 71.16 .85 - 44 .814 Fl .07 .06 aot) 95 1.95 
(-.89) (12.87) (-1.18) (1.30) (1.51) (11.23) (9.54) (-1.57) 

Ouebenr eee. ee erat eee ams 2.78 19 - 42 1 35 01 .015 01 92 2.19 
(2.62) (1.61) (= 1576) (1.01) (6.40) (2.39) (3.83) (2.81) 

ONtaTi Gee gett. cit ee hee at oko eet! U0 7.41 30 36 01 .008 .007 .99 Day 


(4.64) (9.83) (-3.99) (1.64) (10.21) (6.31) (4.71) (3.87) 


Remarques: (1) Dans tous les cas, la variable dépendante est le logarithme de l’emploi dans les industries manufacturiéres. On trouvera dans le texte du 
chapitre cing une explication compléte des variables indépendantes. D,, Dz et D3 sont des variables de substitution saisonniéres trimestrielles. IVPI 
représente Vindice du volume de la production industrielle au Canada. W*;+_; et P*;- 1 sont des moyennes mobiles sur quatre trimestres, retardées d’une 
période par rapport 4 la variable dépendante; elles s’appliquent respectivement aux salaires et aux prix. 


(2) R? est la valeur corrigée R? et D.W. le paramétre de Durbin-Watson. Les rapports t figurent entre parenthéses sous les coefficients de régression. 
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TABLEAU XXXII 
Durée moyenne de chémage et sa répartition interne, par province de l’est 
Terre-Neuve Nouvelle-Ecosse Nouveau-Brunswick Québec Ontario 
Année = = a = = 

X o? xX o? X o X oa X o 
PIGUS cc. we. ee Loe5 4.014 16.23 4.234 15.12 3.54 15.06 2.82 14.1 Paps! 
ois os. 16.35 4.28 Toso 2.919 14.62 3.04 14.79 3.03 137/ Zeb 
L9G 228 ee. este: 16.2 6.066 15.16 4.534 14.4 4.96 12.8 3.36 12.6 3.08 
LOG Sa ee oa es 15.8 4.58 LBs 3351 14.3 292 3c) 4.48 11.8 2.4 
1964255 i. s- ce deos s 1 Bess) 2.09 bei 2.47 14.1 1.45 14.6 4.86 11.9 1.34 
1966s5. = ee Seeaees 15.0 4.55 12a 4.96 14.26 2.08 11.46 2.45 11.0 1.95 
1907 ee. SS 16.4 3.46 14.0 1.96 14.2 1.8 13.5 2.88 11.56 1.98 
196 Sisco, ots a. ates s 16.3 2.47 13.06 S07 14.7 1.53 14.3 2.03 132 2.49 


Source: Rapports annuels de la Commission de 1’Assurance-chOmage du Canada, Ottawa, 
1960-1968. r 

Remarque: On mesure la durée moyenne X comme le nombre de semaines de prestations, 
en fraction du nombre de bénéficiaires. o2 représente la variance interindustrielle de cette durée 
moyenne dans chaque région. 
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TABLEAU XX 
Moyenne des embauchages et des cessations d’emploi, total d’industries choisies 
1953-1966 
Taux d’embauchage moyen annuel Taux moyens annuels de cessation d’emploi 
(en pourcentage, par mois) (en pourcentage, par mois) 
Provinces Colombie- _‘ Provinces Colom bie- 
Année atlantiques Québec Ontario Prairies Britannique atlantiques Québec Ontario Prairies §Britannique 
LOSS. oes ae rae 8.23 7.42 aie) 7.31 7.90 8.52 Je5S 5.80 he LS 8.07 
1954 odie eke ee oo 8.75 fron: a9 6.55 6.67 8.75 Coles 5.41 6.63 7.54 
LOSS Be. see A. eae 8.94 7.60 5.65 6.88 8.01 8.63 feats 2,22 6.50 7.39 
EO SO ie Ses eka be 8.85 8.00 Gi2t 7.74 9.10 8.62 7.66 Sol 2 1:23 8.53 
IS yl a Se ea ae (AW 39 535 Wel 2 1.99 8.06 7.68 og 2 7.38 8.37 
DOSS we eae tas oe fav 7.48 5.09 6.58 6.63 7.48 6.61 5.20 6.48 64 
POS OS sit ten arate ote 7.96 192 5.36 6.60 6.82 7.68 63/3 20 6.41 6.74 
LOGOUR er. 2. ee a 7.90 6.75 4.92 7.33 6.45 Tek C92 5.18 6.50 6.82 
UG Boer: an. eos AIA! 6.68 5.03 6.19 6.47 7.68 6.44 4.89 6.19 6.43 
L9G28 gee. Sao 7.74 6.90 5.32 6.30 6.65 7.64 Ga73 5.08 6.18 O32 
V9OGS Oo. ses wiek= on 7.78 6.89 o233 6:27 6.63 Ted 6.59 5.06 6.03 6.36 
LOGS ws oho cee (61MN) tel Z 5.48 6.38 7.14 7.38 6.72 5.06 6.09 6.73 
LOO Di ecas. et fas) 6.94 5.85 6.86 UIA 6.98 6.55 5.34 6.42 Cd is 
L9G0 teen ae. tees ote 7.88 7.11 6.12 7.36 8.30 6.29 6.33 4.66 6.38 7.00 


Source: Hiring and Separation Rates in Certain Industries, BFS 72-006, Ottawa, juin 1968. 
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A. 


TABLEAU XV 


Coefficients de variation des salaires dans les industries indiquées au niveau d’un chiffre, par région 


1957 1958 1959 1960 1961 1962 1963 1964 1965 1966 1967 
Provinces atlantiques .. 0.17 0.16 0.15 0.16 0.16 ils? 0.19 0.19 0.19 0.21 0.21 
Qucbecte. at. ke 0.16 0.16 0.17 0.17 0.16 0.16 0.16 0.15 0.16 0.15 0.18 
On tarioge. Se he. en: 0.18 0.18 0.18 On] 0.16 0.16 0.16 0.16 0.17 0, 0.18 
Peqitie eae ps. rte aa oe 0.25 0.25 0.24 0.24 0.25 0.25 0.25 0.25 0.25 O27. 0.27 
Colombie-britannique . . ; 0.17 0.17 0.17 0.18 0.18 0.18 0.18 0.19 0:21 0.24 0.25 
B. Coefficients de variation des salaires regionaux dans les industries indiquées au niveau d’un chiffre, par industrie 
HOV ts eee oe ee eT 0.19 0.22 0.25 0.24 0.19 0.23 0.21 0.21 0.25 0.28 0.28 
Mines ese ees Oe. ee 0.12 OZ 0.14 0.13 0.13 0.13 0.11 0.11 0.10 WS 0.12 
Industries manufacturiéres .. . : 0.09 0.10 0.11 0.10 0.11 0.11 Oh 0.12 U.53 On O45 
GonstfuctiOfnia te: hee. 2 0.17 0.15 0.15 0.14 0.13 0.12 Opis 0.15 O17 0.20 0.19 
Transports et communications . 0.09 0.10 0.11 0.10 0.10 0.09 0.09 0.10 0.11 0.11 0.09 
COmmncrce Ss. 2.6 ot sates Fe 0.12 0.11 0.11 0.11 O28! 0.10 0.10 0.12 0.10 0.15 0.09 
Finances, assurances et affaires 
immobilieres ye eee ee 0.05 0.05 0.05 0.05 0.06 0.06 0.06 0.06 0.06 0.06 0.06 
SETVICES a ant ree chase. te 0.13 0.11 0.12 0.13 0.13 0.13 0.14 0.14 0.15 0.15 0.16 
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TABLEAU XIV (suite) 


Salaires des provinces atlantiques et du Québec par rapport a ceux de l’Ontario, 
Industries manufacturiéres, au niveau de deux chiffres, 1957-1967. 


1957 1958 1959 1960 1961 1962 1963 1964 1965 1966 1967 

Matériel de transport ........ Atlantique . 80.3 77.4 78.6 TERS, 74.6 13.6 TLS 93:1 70.5 1S ee Soe 
: Québec ‘ 96.6 S52 98.0 98.4 96.7 93.2 91.8 922 90.7 5A Cee. 
Equipement électrique ....... Atlantique . - - ~ - - - - - - ~ - 
Québec .. 97.2 989 100.2 100-8 104.1 104.9- 105.0 105: 9 105°7) 108-2 S105.) 

Produits minéraux non métalliques . Atlantique . - — — — — _ _ = — _ — 
Québec : 96:25 ~95-k 93.6 93.5 96.1 97.1 97.8 99.0 99.4 98.5 96.3 

Produits chimiques ........... Atlantique . — — — — — — - — — —~ _ 
Québec .. 95.8 95.6 one 97.6 Died 98.8 99.4 99.3 98.4 98.2 98.0 

[BAN dch 15 ere Ge eee, aaa aetna Atlantique . — — — — — — — — _ — = 
Québec .. 90.1 90.1 89.9 90.6 90.5 025 92.6 91.2 91.5 SNS 90.7 


Source: Statistique Canada, Ottawa, Wages, Employment and Hours of Work, numéros divers. 
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TABLEAU XIV 


Salaires des provinces atlantiques et du Québec par rapport a ceux de |’Ontario, 
Industries manufacturiéres, au niveau de deux chiffres, 1957-1967. 


LOST) 195 SS 195921960 eel 9G P9626 91963964 ae LOG omen OOD ee oG 7 


Total, industries manufacturiéres .. Atlantique....... 82.0 79.5 19.3 79.8 78.0 IES UEP NY} a 76.6 76.8 
Quebec ae ce 25a (88.9° = 89.3% 188.7) 6e89:32 E8925 Roe 88s ess 5 88 eo ODT, 
Almien ts Of: DOISSONS om. cue. cme eer LIAN LiGUe" ae, ce cee oO G12 et 06,5 66:8 © 66.6" (65,050 64.5 — 965.0 6583 63.1, "6316 = O54 
Quebec = a, oy 96:5 | 96.15 1965 a 95, 8ie 96.0) 9 9477 04:0 9 95 65 40 5 Sa) 
aQuCa sa ees meta, + se. see eACanN TG UGr ie. vee es ~ ~ _ - - ~ ~ - .- _ - 
Quebec tr re. me ee 1.00 @115;9 9:29) 120.65. 116-3561 24:41) oe 0 ee ee se 
GAOULCHOUCH aware c as?) ser eee eA Lia Ci UG: ees es ae = - - - - - _ - — - - 
Quebec faa. . -4., 80:8 882.9 80.9 382.68 8177, W788 80s) me 3 On se 
KGUITEeC samen, oes cet oes aes ae ae AULANUIQUC ita so cee ~ - — _ ~ — - - - ~ ~ 
Quebec ga ee. os 81.9 281.628 83:8" 8457 68 86:5. 87.66 88.6 S Ss 1, nO oem aed es 
SLOXTUGS armas. omer ie, satya ce ALLANTIQUC wias.aee ete _ - — ~ - - - - - ~ — 
Qucbec were, ee. 93.9, BE 84.99 920 92.6. (94.8 9.96.6. 97.25 96.) eT soem 535 eee ods 
LTICOUS peta reer een ees ess WATLANTIOUC? oc. ee ss - — _ ~ ~ - - ~ ~ ~ - 
Quebet Se ee 105:9° OBE 927° 9455 903,095. aa 95.450 ee) mn 5 
WStCIEN Sansa Oro -eee re et) mee ALAN UGUC .). .2o4-5-) ~ - - - - - - - - ~ — 
Quebece = -+ 86> 86.4 384 86.8 87.6 884 89.6 90.7 866 87.7 88.8 89.9 
BOiSihe- mere ee ee eee Se. Atlantique ae eet. 36.5, 6874.6 “5:35 675:4° 9793/9 “734A 44:80 74,0 ee) Geen Sh eed 
QUebecr pee. te O90) = 9 8BI3 OSS Oe Soe 87.7 87-6 eS en 290.) eeoU meno fed 
Meubles Petre. wasties seeee ever e ins -or ATIINTIGUC. ar. peas — — — — — — — - — — — 
QucbeG: oe... 915: 919 © 691.8 992.6 = 683.3 9293;3 45 692.9 093.0 9 801.6n 690 ee Gg 
EApich ee ee neewe vot were, sav Atlantique: g0> = ..:-.6 109.0 2102:6.8 105-0 2910501 ae 105.5 104-1 0309 04) ae 4 el O64 LOS! 
: Ouc beeper... 101.85 100.590 LON mel 0186 102,65 t102!3 an 102-6081 04320104. yenel 458 eel 4 
EOIOn wearer tert ts-use. ois set so ALLATIIG lesan re 0-2) ee O.548 e588 1 Gi0 © 976.9, 76.5 ee Soh 45 a ee 9 ee SG 
OUCH EC Sires ar wee ser Dae 95,9 ee 95 99505, 2 eee 5.55 ORD 80 eG mn JS OT 
Metaux primaires 5.22. 2... 6 . Atlantique... 2. .<-: 191:5° S940) 795.0 29521 1961. 9197-54 1998 M921" 1885. #964 meee 
Québec= sere. 9292 97.6 96.6°-" 98:2 = 98-7) 99818 99-8 a 0 GeO Roan Ole mee Oi 
Pooricationide metaux 6. me Se Atlantique eae tne Gace en 4el 83.0 ~ 823 S35 Sita oe 81.8 824 81.8 82.9 
Quebec Me Te 2 997 9817 09.4 9) 297-6" s = 98.399" 994989 ~ OR tS 108.4 985 ORG 
Machines et équipement ........ Atlantique... 


Québec ........ 97.3 931 99.9 95.2 95.5 943 92.9 93.8 926 93.7 93.9 


OL 


= ‘ 
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TABLEAU XIII 


Salaires des provinces atlantiques et du Québec par rapport a ceux de l’Ontario, 
huit industries au niveau d’un chiffre, 1957-1967. 


1957 1958 1959 1960 1961 1962 1963 1964 1965 1966 1967 
Borets apes, a ces es eee er Atlantiquesme tar 2.5. 07 Ser 05.2509, 2m 69°25 69-2 ee A Oe eG 58.6 56.6 
Ouebec aie. tos ae a8 7e e320 05.98 68.6 5 14 Se es eos 91 0 o> Ome Lt) Ee 
Mines¢ emo neue? see ogee Ye PeAtlantiquer. er.g 2 19 -19:5" 50S (4.82 Salen F-leO0)) mr O8-2em moll ae Go .0 89.0 85.6 
Quebec. @t.@ 0-25. 96.4% 93.7 ~~ 93.0; 294.2 °°94.8 99771 98.49 499:2) 22985 97.4 93.4 
Industries manufacturiéres .. . PAtlantiques-e). asym 620s 79.5 io.sa | 1928 Se 8.00 Ga) Sle 10.28 ye 5-0 76.6 76.8 
Quebec = om ee 88.97 8993 | 88x75 89:3 89.27 68972 a 88-75 S8t5 ee 88.0 89-6 = 9041 
MOnstTucuOn w-0-e- 5-8. aas ope meAtianiiqle cere 0 me 2.0 T1%3 13,0 peel 610 ae SL See) SeeelO-d (By if Fe! 13a) = 13.2 
Oucheos eer aa Ome) 8S.0e E90 we 917) 93:0 97.5991 98.0 oS ae 16.1 96s) weLOLe7 
Transports et communications . SeAtlantiq uchwet ee eee ClO. e890. 19 2S leo me SOAs SiO e 6 oe ee0.8 ea IRE ate 
Quebec. a ee oe 96.8) 95-998 199 39088 94.7) 053 Te 96: Ie 296-0074 99.9 98.8 
CONN COs ee hee cman SPA tlantiduce-mce ee ee 4h 0-6 ee O05 fe O 26 ee) Oc. ae 6.0m mel oe) 19:2 2503 81.5 31.89 8237 
Ouebeo, yee te 05-4= Ge 9Sal = 9522" 0094-9 me 94.7) 8963 oe 90.98 407-0 285 Oe) ee 

Finances, assurances et affaires 
Immo bilicresese ote ees Wee PrAtlantiqle?- 6. ee 89-35 89,0 89.9) 889.0 87.6 680-4 mee 86.5ee 86,5 85.7 85.0 85.0 
Oucheo, ate ey ee ee OL.0 et 0 12210209 010127 9 100.9509 6 See 90 Sao 0 eee 9719 97.8 
SOLVICGSs eerste At eae tees Venn MPAtlantiquel.3: 4) ek 3-08 a ee 0. Geen 0.0 me 74; te 30 ee) | 3 ee Tan2 10.0 
Québec ........ 99.2 948 948 956 954 95.6 95.1 95.8 98.1 100.6 103.9 
Moyenne pondérée des industries petites ay We meno Lee 79.6 Oak 80.4 79:9) 1987. "= 80.4e) 61.929 9 79:5 80.3 80.3 
Quéebece — meee 92.65 9200 92 40 92) 93, 1893.5 93 Oe 84-0 92.9 954 95.6 


Source: Statistique Canada, Ottawa, 


Wages, Employment and Hours of Work, numéros divers. 
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TABLEAU VIII 


Corrélation entre les indices des prix a la consommation de grandes agglomérations: 
St John’s, Halifax et St John par rapport a Montréal et Toronto, 1953-1969 


TOUS ARTICLES 
Alimentation 
Logement 74%. 
Habillement .. 
Transport 

Santé 

Loisirs Gr: 
Tabac et alcool . 


. 


Source: Prix et indices de prix, numéros divers, BFS, Ottawa 


ABS = Corrélation des niveaux de prix annuels 


CGE = Corrélation des variations de prix annuelles 


MONTREAL TORONTO 
St. John’s Halifax Saint John St. John’s Halifax Saint John 
ABS CGE ABS CGE ABS CGE ABS CGE ABS CGE ABS CGE 
.993 .833 .992 .848 .996 .904 .992 .789 .989 .809 .994 .856 
.993 .862 .997 .949 995 .916 .990 .812 995 .906 991 851 
.992 e119 .978 673 O75 613 .967 657 .964 .669 .968 aa 
‘S73 .709 .880 .806 .960 .876 .973 .666 .985 .768 .988 .888 
.966 511 .956 384 979 .259 .884 —.316 .879 .143 925 —.023 
.948 = 72 .980 .015 .988 697 BOSS .139 .987 .407 .987 696 
912 —.094 .979 417 .988 .633 .966 488 .980 Bey .961 503 
.994 .970 .948 .839 .978 .909 .960 .818 .961 .826 .978 .889 
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TABLEAU III 


Canada: Revenu personnel per capita dans les provinces, par rapport a la moyenne nationale 
1957-1970 
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1957 1958 1959 1960 1961 1962 1963 1964 1965 1966 1967 1968 1969 1970 
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eitesNeuvGe Wes ae ote gee eo kt SS 54 GS Hus} inks 5 56 56 56 AH ais) 56 58 
Ile-du-Prince-Edouard ............ 53 54 .60 58 58 61 BY 61 60 60 62 63 63 63 
NOUVELICSECOSSCR: tee nanut Bed gue sachs ha 74 are) .76 sth .78 .76 .76 ey LO s/5 ag | 18 Ae) .80 
Nouyeau-Brunswick #15 <- ae. ap - .66 .66 67 .68 .68 167 .68 169 69 69 hk ah ag ies 74 
QOUCKECH hac. WE et cd. ee ee ee FOO .87 87 87 .90 .89 88 90 .90 0 ASM 90 .90 1 
Ontariogs fe cee an es oe ee LD 1.19 1.19 1.18 1.18 ‘ea ba? ily ste je 1.16 is Pi Sa. 6 1.16 
Manitobate tate ee aceteke eee OF WE! 229 1.00 .96 1.00 96 .98 5) 94 98 1.00 98 Cal 
SaskatCne Watleret ak ot Press cinemas ae es .84 .83 90 ak BE! Ah) 94 91 94 85 90 86 .78 
Albertawe cat. Wes Yt ae cee vere ew SD 1.04 1.02 1.00 39 99 98 .96 96 1.00 98 99s. 41.00 (ei D0 
Colombic-Britannique..... «..%>..% 91,21 16 Les it aS 1.14 12 1 Ne 3 BEA 1.09 1.07 ee) 0 (ae 

Niveau du revenu personnel 

per capita au Canada .......... 1,475 1,516 1,569 1,618 1,613 1,720 1,802 1,898 2,066 2,283 2,461 2,660 

Accroissement procentuel ...... 2.8 sie Sy ela Rs 6.6 4.8 ei) 8.9 10.5 7.8 8.1 


Source: Bureau fédéral de la statistique, Ottawa, Canada, données inédites. On a calculé les proportions ci-dessus a partir des données du tableau II. 
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TABLEAU II 
Revenu personnel per capita au Canada, par province, 1957-1970 (en dollars courants) 

Z 1957. 1958 1959 1960 1961 1962 1963 1964 1965 1966 1967 1968 1969 1970 
tm 
Q Terre-Neuve ,...-----+eeceerere 197 801 841 895 932 951 $98 1.070 1,154 1,274" 91,398" (1407/3 lol esa 
sf Ile-du-Prince- Edouard pe eee TE 820 941 942 043° 1,047~ 15056. 41,165. 15248 1,367 " 1,532) 71,682" 18271 355 
a Rete coe (ee el 006 0130 els 93 04,242. 1250) 13070 30 sel aS? 1562 1.7137 1,904.) 2,072 92:305002 482 
Q Nouvedu-Brunswick= ¢nr2e¢0r2+s«. 970 99800 1.055. 1104) 1,099 @1,147. 1321¢;, 31l) 1.416 U5 7ie 737 1,897 2,088 2,276 
© Oncherm enna. ye ea ny 300i a 1 320 eel 361) 1414 1455 i532 1,5889e1,710" 1285-7 2.045089 259 2406 2,63 2002-009 
ms Onision ee ee 1 5 Seeds 798ml 862. 91,9049 51,908 2.0075 211) 2.920 2409 2.64852, 842— 93:065m0 3.3 / 1264 
Cc Rania ee ee 1 384 en 1 50 eagles 55. 1013915040 mele lle eli 2g 1,853 1,969 2,153 2,407 2,654 2,843 2,996 
ie Colt ewan al 15 Seat 27 2a 302) 1 Agila 15146 wl 604 © 1.785 1,616 15879 2,154,089" 23869) 2:51] 91 
S) ie 146601580 male 95) 1,015) 1.607 ele) lias 116, 1,821 1,992 2,281 92:419 2,645" 2.918 3.074 
‘ae Colombie-Britannique..........-. 1,789 1,756 1,828 1,856 1,843 1,924 2,022 2,145 2,334 2,542 2,693 2,842 371 20m 293 

GANA eee ee 14475) 1.516 @bls569) 11/6188) 1,613) 81,7205 1802 1,898 25066 2,283 492,461 2/6608 9259155835092 


Source: Bureau fédéral de la statistique, Ottawa, Canada, données inédites. 
Remarque: Les données pour 1969 et 1970 correspondent a des estimations préliminaires. 
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ES ONTARIO 

“A O40 OS eee, SLUte 1.200 .736 ss .978 2,673 1.097 41.4 

Ss) TOS SOR a eee eel pool 1.198 713 565 972 3,199 1.085 40.7 

z 1957, OGG ee eee re ee ed 399 1.197 695 ‘S72 954 3,695 1.089 40.3 

> 196 [21 O64 eee ee te ee Po 543 1.176 686 510 .959 4,113 1.080 40.9 

= 10652196 [eee en ees 1899 1.145 685 571 973 4,997 1.069 40.7 

esh 

2 PRAIRIES 

Z, 1040515 5 emery coe ete: 964 1.077 .700 540 .980 2,600 1.067 41.4 

= 19538. 956 ee note! SS (1a 2a P52 1 17048 1.004 682 523 976 3,010 1.020 40.2 

ES TO5STE9G0 MAG Aes Ae iw Satie ee eae FD 977 666 544 966 3,262 962 40.0 

co. MDG Te OAs ge, irre en ol 302 993 660 558 962 3,676 965 39.8 

= LOGSEROG TP ren ee ee Pe 991683 1.014 662 557 976 4,687 1.003 39.9 

S COLOMBIE-BRITANNIQUE 

= POA D105 Dea en ens atone eet 1,049 1.173 .735 519 .960 2,864 1.175 37.8 

2 LOS 3211050 SN eae kg sadn a eee 240 1.194 ga 515 962 3,529 1.196 38.1 
hong LGU Many cee Mea g tenet eee geeecl, 350 1.161 696 522 .930 4,011 1.186 wi, 
HOG = (O64 OR eee, hie arn, cere. ane 4 83 1.130 689 531 935 4,331 1.137 37.9 
1.06 57 1,06 bas anie teh wh MAGS ek at gee 8 92 1.140 693 549 954 55228 igiis 378 


*Pour la derniére période, les données disponibles ne permettaient de calculer qu’une moyenne de trois années. 


Source: T. Courchene, An Analysis of Canadian Regional Economic Characteristics with Special Emphasis on Regional Unemployment Rates, Rapport de 
recherche 7015, Université Western Ontario, avril 1970. Le revenu du travail correspond a la somme des revenus du travail comme tel, des indemnités des 
militaires et des revenus nets des entreprises non constituées en sociétés (y compris les entreprises agricoles). Plus précisément, il s‘agit de la différence entre 
les tableaux 28 et 34 et 35 des comptes de revenus et dépenses des Comptes nationaux de 1967. 
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TABLEAU I 


Variation régionale des revenus du travail per capita 
Moyennes de 4 années, 1949-1967* 
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CANADA 
1949-1952 
1953-1956 
1957-1960 
1961-1964 
1965-1967 
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1949-1952 
1953-1956 
1957-1960 
1961-1964 
1965-1967 


QUEBEC 
1949-1952 
1953-1956 
1957-1960 
1961-1964 
1965-1967 
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REGION DE L’ATLANTIQUE 


Revenu du travail 
per capita 


Part de la 
en pourcen- population Taux de 
tage dela active dans participation 


en moyenne la population ala Taux de 
main-d’ceuvre Jl emploi 


dollars du Canada totale 


895 .703 39 
1,044 686 “36 
1,169 674 544 
13312 ost 544 
1,659 673 549 

560 .620 665 493 

659 rood 650 476 

751 643 641 484 

863 658 645 487 
1,140 .687 AR” 484 

736 .822 674 540 

884 847 664 538 

998 854 658 39 
1139 868 .663 29 


(sy te! 926 675 Se 


Revenu du travail 
par employe 


en 
dollars 


en pourcen- 
tage de la 
moyenne 
du Canada 


747 
.768 
.794 
.796 
.830 


.863 
.884 
901 
25 
898 


Semaine de 
travail 
moyenne 
dans le secteur 
manufacturier 
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